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PREFACE
This AICPA Consulting Services Practice Aid is one in a series devoted to the consulting services most often 
provided to a CPA’s small business clients. Even though similar services may be provided to large-volume 
clients, experience has indicated that providing advice and assistance to small, closely held businesses often 
involves different considerations. Small businesses frequently do not find it cost effective to have the breadth 
of financial and accounting expertise present in larger businesses. Therefore, the nature and depth of the 
practitioner’s gathering and analysis of information may differ according to whether services are being 
provided to small or to large businesses. Most important, the plans, finances, and desires of the owner of a 
small business may have a significant impact on the current and future operations of the business, and the 
practitioner must consider them when providing advice and assistance.
Small Business Consulting practice aids do not purport to include everything a practitioner needs to 
know or do to undertake a specific type of service. Furthermore, engagement circumstances differ and 
therefore the practitioner's professional judgment may cause him or her to conclude that an approach described 
in a particular practice aid is inappropriate.
Although these practice aids often deal with aspects of consulting services knowledge in the context 
of a consulting engagement, they are also intended to be useful to practitioners who provide advice on the same 
subjects in the form of a consultation. Consulting services engagements and consultations are defined in the 
Statement on Standards for Consulting Services (SSCS) issued by the AICPA.
For members employed in industry and government, Small Business Consulting practice aids contain 
information that may be useful in providing internal advice and assistance to management.
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9/100 PROVIDING CASH MANAGEMENT CONSULTING SERVICES
9/105 INTRODUCTION
.01 Cash management consulting is one of the most universal and essential client services. It is also 
one of the most overlooked services because few clients recognize the need for the services, and 
when they do, they focus on narrow areas, such as loans or investments. Practically every business 
can benefit from cash management consulting services, particularly in today’s volatile cash man­
agement arena.
9/110 SCOPE OF THIS PRACTICE AID
.01 Cash management involves planning, invoicing, receiving, controlling, monitoring, transfer­
ring, negotiating, disbursing, borrowing, and investing funds. The goals of cash management are to 
control operating costs, maximize cash inflow, minimize cash outflow, optimize borrowing terms, 
and maximize the yield on idle funds to a degree consistent with the risk that management is will­
ing to assume. Basically, cash management seeks to make less cash do more work. The benefits of 
effective cash management are improved liquidity, reduced costs, and increased profits.
.02 Throughout this practice aid, the term company is used for convenience. This usage should not 
restrict the reader’s thinking to for-profit business organizations. Readers must remember that cash 
management and cash management consulting apply to all organizations that handle money, includ­
ing charitable, religious, educational, governmental, manufacturing, distribution, retail, and service 
organizations.
.03 Effective cash management requires the company to maintain good banking practices and good 
relationships with banks, vendors, and customers. It is possible to make short-term progress in cash 
management at the expense of these important business partners. For example, the company could 
pay vendors long after terms of payment. However, a strategy that is based on exploiting business 
partners is likely to be counterproductive.
.04 Consulting services associated with cash management can range from evaluating a single 
aspect of a company’s cash management procedures to evaluating or assisting in the development 
of the entire system. This practice aid provides guidance to consultants in evaluating and improv­
ing a client’s current cash management practices and formulating new or revised practices and 
strategies. It covers the following aspects of cash management engagements:
• Selecting prospective clients for cash management services
¶ 9/110.04
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• Marketing cash management consulting services
• Identifying opportunities for improvement
• Documenting findings and determining their significance
• Analyzing the findings
• Developing recommendations
• Reporting recommendations to management
• Assisting in implementing recommendations
.05 This practice aid includes a sample cash management questionnaire, in exhibit 9-3 in the 
appendix, which can be used to analyze cash procedures and identify problem areas. The question­
naire is designed to be used as a starting point for developing a questionnaire that covers the specific 
needs of each client.
.06 The engagement may include a written report to the client, which defines problem areas and 
recommends opportunities for improvement. The case study in appendix 9 illustrates the identifi­
cation of problem areas and associated recommendations. The consultant may want to consider an 
additional engagement to implement recommendations and follow up on their effectiveness; the con­
sultant’s involvement in implementation increases the likelihood of successful results.
.07 This practice aid does not examine any specific cash management topic in great detail and does 
not set standards for providing cash management assistance. Instead, it is intended to generate ideas 
that need to be explored further with banks and other service providers. Many of the consulting activ­
ities discussed may not always apply depending on the client’s situation.
9/115 MARKETING CASH MANAGEMENT SERVICES
.01 Before promoting cash management consulting, the consultant must evaluate the market and 
develop an approach that reaches the right market with the right message. The consultant can pro­
vide cash management consulting services as part of an overall service menu or as a consulting 
specialty. The challenge in marketing these services is that clients may have no idea they need the 
service and may not understand the benefit. Moreover, in a CPA firm that offers diverse services, the 
usual source of referrals is the accounting specialist who may not be able to identify cash manage­
ment opportunities.
¶ 9/110.05
Identifying Client Needs
.02 Often the consultant is not the person who is in a position to identify a client’s need for con­
sulting services involving cash management. This person may be another firm member or another
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professional service provider outside the firm. Therefore, to identify the needs of existing or prospec­
tive clients, the consultant can —
• Educate those who could refer clients.
• Develop opportunities to meet with prospective clients and discuss their cash management 
techniques.
.03 Existing Clients. Existing clients are the most likely prospects. To develop them, the consul­
tant depends on other members of the firm to support the marketing effort. Some of the following 
techniques are successful in helping firm members to support this effort:
• Conduct internal seminars to train accountants to evaluate their clients’ cash management 
systems.
• Ask accounting specialists to name existing clients that may need cash management assistance.
• Publicize cash management services and their benefits in articles in firm newsletters and other 
publications or through direct mail.
• Conduct seminars to train clients to identify their companies’ cash management weaknesses. 
This might include distributing self-scoring questionnaires such as the sample questionnaire 
in appendix 9.
• Meet with client executives to introduce firm members who have cash management experience 
and competence.
• Make a no-charge visit to major clients at the end of accounting engagements to discuss the 
need for consulting services related to cash management or other issues. The no-charge aspect 
of this visit is important, because most clients resent it when accountants prospect for con­
sulting assignments while they are being paid to perform other services.
.04 Prospective Clients. Direct contact with prospective clients is necessary to be invited to 
make a proposal. Opportunities for this contact include:
• Speaking about cash management to trade associations and other groups.
• Writing articles for a newspaper’s business section or trade journals.
Sources of Referral
.05 Few CPA firms provide cash management services. Therefore, most traditional sources of refer­
ral don’t think to make referrals. When a firm decides to market its cash management services, the 
following potential sources of referrals should be told:
¶ 9/115.05
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• Bank cash management departments
• CPA firms that do not provide the service
• CPA firms that serve only a different market
• Law firms
• Bank loan work-out departments
• Small Business Administration field offices
• Chambers of Commerce
• Newspaper editors
• Trade associations
• Forms suppliers
• Software and hardware retailers and consultants
• Work-out specialists
• Merger and acquisition specialists and business brokers
• Third-party financiers
• Large equipment manufacturers
9/120 ENGAGEMENT SCOPE
.01 The cash management engagement can be as broad or narrow as the client and consultant need 
and choose. Because of the nature of the assignment, the scope of the engagement often changes as 
the assignment progresses. Changes in the scope require more effort on the part of the consultant, 
and the client should expect to pay additional fees. To avoid any misunderstanding, the consultant 
and client should agree on a written engagement plan that defines the scope of work before the 
engagement begins. They should also agree that additional fees will be charged for work outside the 
original scope. As changes occur, the firm should initiate change orders that describe the changes 
and their expected effect on cost.
Client Acceptance Considerations
.02 The decision to accept an engagement depends on a thorough review of the circumstances. In
9/120.01
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initial discussions with a prospective client, the consultant gathers as much information as possible, 
including answers to the following questions:
• What business is the company in?
• Who are the owners, and are they active owners?
• Does the management team have adequate training and experience?
• What is the company’s financial history?
• How long has the company been in business?
• Has the company ever been bankrupt?
• Has there ever been a cash management fraud?
• Who referred the prospective client?
• Has the company ever had cash management consulting services?
• Does the company already deal with an accounting firm? If so, why is a different one being 
sought for this assignment?
• Does the company want to establish a continuing relationship, or is this a one-time assignment?
• With whom does the client bank and what is the relationship?
• Does it appear that the company would implement recommendations?
• Does the company have the resources to pay the consulting fee?
.03 In deciding whether to accept the engagement, the consultant considers these additional issues:
• Does the firm have the ability to perform the assignment?
• Does the firm have the time available to perform the assignment?
• Would accepting the client be in keeping with professional standards and with the consultant’s 
and the CPA firm’s policies?
• Can the firm perform the assignment cost-effectively?
¶ 9/120.03
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Written Engagement Understanding
.04 Before the engagement starts, both parties must reach an initial understanding about services, 
including the objective, scope, and conduct of the engagement. The engagement letter should list the 
services, costs, and other key elements and should avoid making promises, commitments, or guar­
antees. A typical engagement letter might include the following:
• Description of services
• Goal of service
• Scope of services:
— List of phases
— Description of approach
— Limitations of engagement
• List of client responsibilities
• List of assigned personnel
• Name of client liaison
• Project milestones
• Nature and schedule of progress reports
• Estimated cost and payment procedures
• Anticipated completion date
A sample engagement letter is provided in exhibit 9-1.
Engagement Work Plan
.05 The consultant starts to develop the engagement work plan at the same time as the engagement 
letter so that the budgeted fee is consistent with the expected work. During the final negotiation with 
the client, the work plan normally changes, so the written plan can’t be completed until then. The 
work plan lists the engagement activities, the personnel, the schedule, expected outcomes, and 
responsibilities.
.06 The starting point for the work plan is to list the areas that worry the client most or that offer 
the greatest benefits. The benefits might include reduced administrative costs, increased cash flow, 
higher interest earnings, reduced borrowing costs, or increased purchase discounts. Information
¶ 9/120.04
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gathered in a preliminary survey is a source of work plan tasks. The plan should also list the names 
of client personnel and their roles in the project.
.07 The consultant’s most powerful tool is the active cooperation of client employees. These 
employees may already know many of the improvements. The consultant encourages these employ­
ees to contribute their ideas and recognizes those who do. Moreover, an attitude of cooperation 
among client personnel will usually improve the reception of the consultant’s recommendations. 
Therefore, any work plan has to be developed around the work schedules and commitments of client 
employees.
9/125 ENGAGEMENT APPROACH
.01 The typical engagement approach is to step into cash management from an overview to more 
detail, with the extent of detail depending on the findings at each step of the way. The typical steps 
of a cash management engagement are listed below and discussed in the following pages.
• Preliminary Review
• Mapping of cash flows
• Procedural analysis
— Banking
— Billing
— Collection
— Purchasing
— Disbursements
— Budgeting
— Forecasting
— Borrowing
— Investing
— Management controls
• Initial conclusions and recommendations
• Analysis and fine-tuning of conclusions and recommendations
• Preliminary report to client
• Discussion of recommendations with client
• Final report with final conclusions and recommendations
¶ 9/125.01
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• Implementation assistance
• Follow-up assignments as needed
These topics and others are covered in the sample cash management checklist provided in 
appendix 9-3.
Staffing the Engagement
.02 The consulting staff assigned to a cash management engagement needs knowledge of cash 
management systems, as well as consulting skills. Cash management consulting is quite far afield 
from the accounting experience of most CPA consultants. One reason is that accrual accounting 
and GAAP rules don’t normally apply to cash management systems. Another is that bank record­
keeping procedures, particularly the concept of availability, discussed below, affect the company’s 
access to its own cash.
.03 The traditional career path for consultants, the accounting firm auditing path, doesn’t expose 
them to the skills needed to perform cash management consulting. The best place to find cash man­
agement consultants is in industry and banking. The essential knowledge includes many concepts 
related to banking, business systems, and business planning, including:
• Bank record-keeping systems.
• Computerized business accounting systems.
• Float and availability.
• Federal reserve money movement procedures.
• Automated clearinghouse.
• Measuring performance of accounts receivable and payable.
• Business planning.
• Raising funds.
• Investment procedures and opportunities.
.04 The consulting skills required for cash management consulting are no different from those 
needed for other consulting services. The cash management consultant should be inquisitive, intel­
ligent, resourceful, and assertive.
.05 The size of the engagement team depends on the size of the company, of course. One of the 
benefits of a team approach is the exchange of ideas among professionals. Therefore, even for a small
¶ 9/125.02
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company engagement, the team should consist of a minimum of two professionals. The exception 
is when the consulting engagement is part of a larger assignment; then, a single consultant can do 
the job, and exchange ideas with the consultant-in-charge.
.06 One important element of the engagement is the client liaison. Client officials should be asked 
to appoint one person to be the daily contact and internal problem-solver, who can facilitate the 
assignment and keep the costs down. The liaison gathers information, provides computer access and 
resources, makes introductions to key employees, and coordinates support services, such as word 
processing, reproduction, and communications.
Preliminary Review
.07 The first step, before starting the engagement, or even preparing a proposal, is to review the 
company’s situation. The purpose of this review is to identify the client’s cash management needs 
and to identify any problems or opportunities known to company employees. It is important to learn 
the problems or issues related to cash management operations that employees have identified. If these 
are not included in the work plan, the employees are likely to think the consultant did not do a thor­
ough investigation. A questionnaire designed for a preliminary review of cash management functions 
is provided in exhibit 9-2.
.08 Identifying Client’s Cash Management Needs. In most cases, clients express their needs in 
general terms and are unaware of specific problems. This is to be expected because few managers 
know enough about cash management or are objective enough to list specific problems or opportu­
nities. They are more likely to express general needs such as the following:
• Concerns about bank support
• Assurance that present practices are adequate
• Assistance in cost cutting
• Opportunities to improve operations
.09 Identifying Problem Areas. Some financial managers are aware of specific problems. If they 
are willing to express them, the consultant’s job is easier. Although every company’s situation is 
unique, experience shows most companies that call for cash management studies usually have 
many of the following problems:
• Excessive bank service charges
• An available balance in operating accounts that is too high
• Interest rates that are too high
• Portfolio yields that are too low
¶ 9/125.09
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• Difficulty in moving money from branch offices to headquarters
• Excessive cost of treasury operations
• Unpredictability of cash flows
• Difficulty getting banks to advance adequate lines of credit
• Line of credit being used in place of permanent debt
• Excessive bank fees on credit lines
• Cash availability that is a limiting factor in financing operations 
Performing the Engagement
.10 A cash management assignment usually progresses like most other engagements. After the pre­
liminary review, the team gathers information, reviews and analyzes it, and reaches conclusions. The 
general approach is to obtain answers to the following three questions:
a. Are there specific problems that need to be solved?
b. Are cash management tools being used properly?
c. Are there specific tools that the company isn’t using?
These questions allow the consultant to move in two directions to a conclusion: one direction is to 
discover tools that answer needs and the other is to discover tools that can improve operations, even 
though a need hasn’t been expressed.
.11 Using a Questionnaire to Analyze Operations. Exhibit 9-3 of this practice aid contains a 
detailed checklist designed to determine how the company administers, monitors, and reports its cash 
management activities. When using the checklist to interview employees and review systems, the 
consultants need to:
a. Interview people with daily cash management responsibilities, not just the top finance officer 
of the company.
b. Modify the checklist to fit each engagement without omitting too many items. One benefit of 
a checklist is to discover new procedures and systems that can enhance operations.
c. Distribute the revised checklist before interview meetings. Ask interviewees to review the ques­
tions and provide documentation where called for.
d. When interviewing senior finance professionals:
¶ 9/125.10
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• Emphasize that the checklist is a tool to enhance their service rather than a report card to 
evaluate their performance.
• If appropriate, agree that the checklist will be kept confidential.
• When the interview uncovers a performance problem, do not dwell on the problem dur­
ing the interview. Continue with the interview and deal with the documentation and 
conclusions at a later time.
e. After the interview, give the interviewee a copy of the completed checklist. This ensures that 
the interviewee is aware of the responses and has a chance to change the answers if necessary.
.12 Gathering and Reviewing Information. Most companies maintain a tremendous quantity of 
information on cash flows. The sources include the general ledger, bank statements, customer 
account records, accounts payable systems, bank statements, contracts and agreements, correspon­
dence, and policy manuals. To avoid missing essential information, the consultant should give the 
client’s liaison a checklist of documents. When presenting the list, the consultant asks if any docu­
ments should be added or if any should be removed because they are irrelevant. A sample document 
list is provided in exhibit 9-4.
.13 Analyzing Cash Collections. Cash collections form the foundation of any cash management 
program. If collections can be predicted and planned for, much of the rest of cash management falls 
into place. The problem, of course, is that most companies can’t easily predict collections. Normally, 
managers plan the company’s collections from the annual budget or business plan, which expresses 
annual or monthly collections. Often they do this planning from the accrual-basis business plan. Both 
approaches can be risky, because:
• Collections don’t match the accrual sales, either in amount or in timing.
• During business expansions, collections are less than sales, and cash balances decline.
• During business contractions, collections exceed sales, and cash balances increase.
.14 One strategy for analyzing collections is to prepare a weekly map of past collections, which 
allows the consultant to visualize weekly, monthly, and seasonal patterns, to determine the collec­
tion time for sales and to spot collection trends. Experience shows that the company’s sales may 
fluctuate, but the patterns that emerge from mapping do not. One practical approach to mapping is 
to trace sales and collections for a year and display them on a line graph. Figure 9-1 shows an exam­
ple of a collections map. The patterns that emerge from the graph in the example provide a start on 
developing strategies.
.15 The source of the data for this map is the company’s records for both sales and deposits. The 
example assumes the company sells products from inventory or sells services on a short-turnaround 
basis. In other situations, such as long-term sales contracts and construction contracts, the approach 
should be modified; in those industries the sales line is less important, and the cost line becomes the 
driving force and point of comparison for collections.
¶ 9/125.15
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.16 Analyzing Cash Disbursements. Cash disbursements are affected by far more factors than are 
collections. Some factors, such as payroll, rent, debt service and many other fixed commitments, are 
primarily time-driven; the company spends a fixed amount per week or month on them. Other fac­
tors, such as inventory purchases, repairs, fuel and utilities, subcontracts, and sales taxes are sales 
driven; they rise and fall with levels of sales or order activity. By mapping disbursements, the con­
sultant can form an idea of the amounts of the two different types and visualize the importance of 
each.
figure 9-1
Smith’s Sporting Goods, Inc. 
Weekly collections map
= Sales   Collections
.17 As with collections, the accrual accounting records are misleading; if financial managers do 
their planning by the accrual business plan they must adjust it for the lag in payment for fixed 
expenses, and the amount of investment needed for cost-of-goods-sold components before making 
the sale.
.18 The data sources for disbursements are the same as for collections: company-disbursement 
records and bank-payment records. In addition, payroll records provide an idea of the relationship 
of ongoing payroll and that which varies with production or sales activity. Figure 9-2 shows an exam­
ple of a disbursements map.
.19 Analyzing Investment Returns. Investment returns depend on the nature of the company’s 
investment portfolio, the company’s policy on assuming risk, and the effectiveness of investment 
activities. The amount of effort devoted to investment returns depends on their importance. Invest­
ment returns are normally an insignificant aspect of company operations, but take on greater 
importance if the investment portfolio is a major asset, and the company depends on income from
¶ 9/125.16
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the portfolio to achieve the business plan. In other situations, the best strategy may be to arrange 
for an investment mechanism that maximizes returns with a minimum of cost and management 
attention.
figure 9-2
Smith’s Sporting Goods, Inc.
Weekly disbursements map
.20 Forecasting Cash Flow. The cash forecast is the most difficult for most clients to prepare, 
partly because they lack the necessary systems. To facilitate this forecast, the client should be pro­
vided with a simple spreadsheet modeling system that translates the income statement budget and 
balance sheet into a forecast for the year.1
Conferring With the Client
.21 As ideas emerge during the engagement, the consultant will find it helpful to expose them in 
regular conferences with financial managers. The benefit of this exposure is to prevent surprises and 
to guard against spending too much time exploring ideas that aren’t feasible. If the consultant holds 
ideas until near the end and brings them all up in a single powerful thrust, it is clear that the con­
sultant has developed a lot of ideas, but it creates a risk that ideas will not be fully discussed or 
developed.
1 A sample spreadsheet on diskette is provided in the AICPA’s self-study course, Business C ash M anagem ent: M axim izing Your 
Cash F low s by John S. Purtill, Jr., CPA. The sample spreadsheet can be modified for client use.
¶ 9/125.21
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9/130 CASH MANAGEMENT CONCEPTS
.01 When a company deposits a customer check, the bank has to arrange for credit through the 
United States banking system. In most cases, the bank does this by moving the paper check to the 
bank on which it was drawn. This process, known as check clearing, takes up to several days, 
depending on the locations of the banks involved and the methods used. Most cash management sys­
tems depend on the company making the most of the time delays that have been built into the United 
States banking system. These time delays are expressed in two terms: availability and float.
Availability
.02 The available balance is the amount of money available to be invested or to be used to pay off 
company debt; it is normally much higher than the balance shown on the general ledger. The avail­
able funds in a bank account are quite different from the following balances:
• General ledger (GL). The cash balance presented as if all transactions had cleared through the 
banking system. Because the available balance is a higher amount of money than the general 
ledger balance, company managers should not base their cash flow planning on it. The result 
would be to allow considerable money available for investment to sit idle in the bank.
• Bank ledger. The GL balance plus outstanding checks, minus deposits in transit. Normally 
much higher than the GL.
• Collected. Somewhat lower than the bank ledger balance, because deposits that have not been 
collected through the banking system are not included.
The available balance is potentially much higher than the collected balance, because the bank is al­
lowed to give the customer credit for deposits that have not fully cleared the system. However, for 
many smaller banks and smaller customers, this balance is the same as the collected balance because 
the customer is not aware o f the bank’s availability policies.
.03 The distinction between collected funds and available funds is a fine, but important one:
• Collection (or check clearance) depends on the actual movement of a check through the bank­
ing system. It takes from zero days to several days, depending on the method used. Collection 
takes place when the check has been deducted from the drawee’s bank account.
• Availability is determined by bank policy, not when the check is cleared. A check can be made 
available even though it has not been deducted from the drawee’s bank account. Once a 
deposit becomes available, the depositor can withdraw the amount even if the check hasn’t 
cleared the drawee’s bank.
.04 By granting early availability, the bank makes a competitive choice. If the bank gives the cus­
tomer availability credit for checks that have not been collected, the bank forfeits investment
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income. However, the liberal availability policy allows the bank to capture business from other banks 
that offer less generous availability.
.05 As a rule, banks do not have to volunteer their best availability to all customers. In most mar­
kets, following day availability is common for business customers. Sometimes, it is offered only to 
large customers, but others can get it through negotiation or by asking for it. It may seem unfair for 
one customer to get better availability than other customers, but like any other business, a bank may 
make selective price and availability concessions in order to meet competition, and is not required 
to make across-the-board concessions to all customers or on all products.
.06 Availability is influenced by the bank’s check clearance procedures, because the faster the 
bank’s overall clearance procedures, the more leeway it has on availability. Among the various check 
clearance methods —
• Internal transfer is fastest.
• Local clearinghouse is the next fastest.
• Direct sends can be as fast as local clearances.
• Clearance through the Federal Reserve Bank or correspondent banks is slowest.
The table in figure 9-3 contrasts the different clearance procedures and shows the steps involved.
.07 Internal Transfers. Internal transfers, also known as on us transfers, are transfers in which the 
check is deposited in the same bank on which it is drawn. To collect the check, the bank makes a 
ledger entry to transfer funds from payor to payee. This transfer is normally available on the day of 
deposit.
.08 There is no time lag in check clearance, even if payor and payee use different branches of the 
same bank. An exception occurs with bank holding companies that have not integrated their sub­
sidiaries. If what appears to be the branch of a multibranch bank is really a separate financial 
institution, the transfer may take longer.
.09 Direct Sends and Local Clearinghouse. Direct sends and local clearinghouse transfers usu­
ally occur the day after the day of deposit. If the transfer is between two banks in the same city or 
nearby cities, they exchange checks through the local clearinghouse association. If the transfer is 
between two banks that have enough check volume to justify bypassing the Federal Reserve system, 
they use courier services to move checks between locations. Thus, a check deposited in New York 
on Monday can easily clear a San Francisco bank on Tuesday. In many cases, small banks use the 
clearance services of larger banks to handle these clearances. This gives them faster check collec­
tions than they would get through the Federal Reserve and enables them to compete with larger 
banks.
.10 Clearance Through the Federal Reserve System. The Federal Reserve’s check clearance 
procedures take the longest for interstate check collections because of the number of times the checks
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figure 9-3
Comparison of Check Clearance Methods
Note 1: M ethod used both in local and  cross-country collections between banks outside the F ederal R eserve System . 
also includes local clearing house.
Note 2: Large banks also replace the Federal R eserve System and  do direct collections as a  service to local banks. 
Clearance tim es are shorter than the Federal Reserve System ’s.
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Day # Ledger Transfer Direct Send RCPC Clearance
Depositor1
1
1-2
2- 4
3 - 5
Payee’s
Account
Payor’s
Account
Note 1 Note 2
Depositor
Payee’s
Account
in
Bank A
Payor’s
Account
in
Bank B
Depositor
Payee’s
Account
in
Bank A
Federal 
Reserve 
RCPC 
City A
Federal 
Reserve 
RCPC 
City B
Payor’s
Account
in
Bank B
Clearance Same Day Normally 1 day Up to 4 to 6 days
Availability Same Day Normally 1 day Maximum of 2 days
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have to be handled in the regional check processing center (RCPC) pipeline. The RCPCs are a 
nationwide network of service centers located near major population centers. Most small banks use 
the RCPC system for interstate check clearances because they lack the volume of check clearances 
to justify direct send programs. In most markets, they can also use the clearance services of large 
banks, which shortens clearance time.
.11 The Federal Reserve’s system is attractive to many banks because it gives two-day availabil­
ity for checks presented to it, even if the actual clearance takes longer. The Federal Reserve ends up 
granting availability that is not there and absorbs the difference. Most banks pass this benefit on to 
their customers.
.12 Availability Schedule. Because availability is a bank policy matter, the customer can deter­
mine availability only by obtaining information from the bank. The bank has an availability schedule 
based on its policy and estimated check clearance times determined from internal studies. The 
availability schedule can be up to fifteen pages long and lists the drawee city, the American Bank­
ing Association (ABA) transit code, and the standard availability. This availability table is usually 
stored in the bank’s computer system. When a customer makes a deposit, the bank uses the avail­
ability schedule to assign availability for each check in the deposit.
.13 Figure 9-4 below provides an example of part of an availability schedule. The clearance times 
shown differ within a geographic area because the hypothetical bank, Great Constitution Bank of 
Maryland, uses different clearance methods for different drawee banks. For example, a check drawn 
on a Denver bank would be credited to the customer’s account on Monday as unavailable and 
become available to the customer on Wednesday.
.14 Analyzing Available Funds. The available funds balance can be obtained from two sources: 
a monthly account analysis, and the bank’s on-line reporting system.
• Monthly account analysis. The bank sends the customer a monthly account analysis. 
(Figure 9-5 contains an example.) The account analysis normally reports average balances. This 
balance can be misleading if the customer is attempting to do exact planning, because the actual 
balance at any time in the month can be much higher or lower than the average for the month.
• On-line balance reporting system. The customer uses the bank’s on-line balance reporting sys­
tem to obtain current balances, cleared checks, deposits, and other transaction information. This 
usually is a better source of exact available funds than the monthly availability schedule.
.15 Most banks use the account analysis to monitor customers’ balances and usually take one of 
two actions. If the customer’s available balance is too low, the bank asks for a larger balance; if it 
is too high, the bank says nothing. As shown in figure 9-5, the account analysis contains consider­
able useful information:
• The earnings allowance, or earnings credit rate. In this case, the customer’s earning allowance 
of 4.4 percent offsets service charges. •
• The average ledger balance, in this case $356,148.
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figure 9-4
Sample Availability Schedule
. . .
Great Constitution Bank of Maryland
Availability Schedule 
November 2 8 , 1995
Federal Reserve Routing Symbol Availability
Denver Country 1021-XXXX 2
1022-XXXX 2
1023-XXXX 2
Oklahoma City 1030-XXXX 1
Oklahoma Country 1031-XXXX 2
Oklahoma RCPC 1039-XXXX 1
Omaha City 1G40-XXXX l
Omaha Country 1041-XXXX 2
Omaha RCPC 1049-XXXX 2
Denver RCPC 1070-XXXX 1 • **
1070-XXXX 2
Dallas City 1110-xxxx 1
Dallas RCPC 1111-xxxx 1 * *
1111-xxxx 2
** Supplemental List Attached
• The average uncollected funds; $73,067 in this case.
• A reserve deduction, 10 percent or $28,308 in this case. The bank has to keep a 10 percent 
reserve on deposit with the Federal Reserve, which pays no interest. The bank passes this 
penalty on to the customer by reducing the amount of available funds.
• An “available” balance, $254,773 in this case, which is available for earnings credits. This 
may not be the actual available balance, depending on how the bank has prepared the analy­
sis. Under the bank’s agreement with the customer, some of the uncollected balance may be 
available.
• An itemization of service charges for the month. The customer can pay for these by accepting 
a charge against the account or by leaving a “compensating” balance in the account. The effect
of the compensating balance on the customer is to loan the bank an amount of money that, at 
the earnings credit rate, earns enough to pay for the service charges.
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figure 9-5
Sample Customer Account Analysis
FIRST SOCIETY SAVINGS BANK—MONTHLY ACCOUNT ANALYSIS
Customer: Smith’s Sporting Goods, Inc., 151-64-1120
Account Title: General Account
Analysis period: October 1995
Earnings allowance: 4.40
Amount
Average ledger balance ......... $356,148
Average uncollected funds . . . 73,067
Average collected balance . . . 283,081
Less 10% R eserve......... 28,308
Average balance available for services............. 254,773
Balances required for services 185,580
Balances available for additional services . . . . $ 69,193
Unit Total Balance
Services provided Activity Price Charge Required
Items Deposited 1,400 .08 $112.00 $31,256
Checks Paid 750 .12 90.00 25,116
Balance reporting 1 90.00 90.00 25,116
Wire Transfers—Out 30 7.50 225.00 2,790
Wire Transfers—In 20 5.00 100.00 27,907
FDIC Insurance (.1354/1000) 48.00 13,395
(Other services would be listed in this space)
Totals $665.00 $185,580
Note: There is considerable variation in account analysis formats. Some formats make it hard fo r  customers to 
analyze their costs. A typical variation conceals the reserve requirement in the earnings allowance, by discounting 
the earnings allowance.
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.16 The monthly account analysis provides the following information that can be used to evalu­
ate the account status:
• The available funds balance is the limit to the amount of money that can be withdrawn for 
investment and helps the bank to determine if the customer is “paying” for the services it 
receives.
• The uncollected funds balance provides a rough indication of the effectiveness of the cus­
tomer’s collection procedures. A large uncollected balance is a signal that the customer must 
improve collection procedures to improve cash flow. A large amount may mean that:
— The bank has inefficient check clearance procedures. A change of bank may be required.
— The customer is making its deposit too late in the day. Checks are missing the bank’s inter­
nal deadlines or processing schedule. An earlier deposit cutoff may be necessary.
— The bank’s availability policies are too strict. They may be renegotiated.
— The customer’s receiving point is too far from its customer base. It may benefit from using 
lockboxes.
Float
.17 The term float refers to funds in transit. Float occurs because there are several steps between 
the time a sale occurs and the time the seller receives available funds in the bank for the sale. Dur­
ing this time, the payor and payee in a transaction have different access to the money. This creates 
two types of float:
• Disbursement float is float from the payor’s point of view. It refers to the fact that the payor 
receives credit from the payee before the payment is deducted from its bank account. The sig­
nificance of float to the payor is that it can keep the money invested until the check clears the 
bank.
• Collection float is float from the payee’s point of view. It is the result of the many processing 
steps after a sale. The significance of float to the payee is that it can shorten these steps to access 
funds sooner and improve its cash flow.
.18 In a practical sense, the payor’s disbursement float equals the payee’s collection float, but there 
are some important differences. One is that treasury professionals use an expanded definition of col­
lection float, which includes the time it takes to create an invoice. Including this factor allows them 
to take a comprehensive approach to managing cash flow. The float components are shown in the 
example provided in figure 9-6.
Another difference is that check clearance float is different for the payor and the payee. As discussed 
earlier in this section, the payee’s bank normally makes funds available before they actually clear 
the payor’s bank. This creates a float gap: a check that takes two to three days to be collected may
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be available to the payee in one day. The banking system makes up the difference. Therefore, the 
system absorbs some clearance time in the way it grants availability, so that the collection float is 
normally less than the disbursement float on a transaction.
figure 9-6
Example of Float Components
Assume the following annual/daily volumes:
Sales of $12,000,000: 1 day’s sales equals $46,153.
Purchases of $6,000,000: 1 day’s purchases equals $23,077.
Collection Float (in thousands of dollars)
Float Float
days value
Invoice preparation 3 138
Invoice transit to customer in mail 2 92
Payment terms allowed to customer 30 1,385
Additional payment time taken by customer 15 692
Customer check transit in mail 4 185
Processing customer check for deposit 1 46
Availability time for check 2 92
Total float 57 2,630
Disbursement Float (in thousands of dollars)
Float Float
days value
Check transit in mail to vendor 4 92
Vendor’s processing time for check 1 23
Clearance time 3 69
Total float 8 184
.19 Analyzing Float. When analyzing float, the consultant needs to consider several components 
of float. The components of float illustrated in figure 9-6, which are typical for a company that sells 
on thirty-days open credit, exemplify the components that need to be considered. •
• Invoice preparation time or invoicing float. This is the time it takes to prepare an invoice, get 
it approved, and mail it. In many companies, this time is as long as thirty days depending on 
billing cycles and processing procedures. In service companies, the time can extend for months.
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Since invoicing float does not involve the banking system, many consultants ignore it. How­
ever, it is a major cause of poor cash flow.
• Mail transit time. This float factor depends on the distance from vendor to customer and the 
efficiency of the post office branch on each side. Within the post office, transit time depends 
on airline schedules, weather conditions, location of post office branches, and processing sys­
tems in local post office distribution centers. Lockboxes move the point of mail receipt closer 
to the customer and reduce mail transit time.
• Processing time. This is the time required to receive and open mail and to log, endorse, and 
deposit checks. Depending on the company’s efficiency and internal controls, this time can 
range from hours to several days. The consultant can determine processing times by observ­
ing check handling procedures. The factors that influence processing time are:
— Internal controls
— Location of bank
— Location of post office and frequency of deliveries
— Accounting department posting procedures
— Sense of urgency about deposits
• Clearance time. As discussed in the section entitled “Availability,” this is the time a check takes 
to clear the banking system and to be collected on the drawee bank.
• Disbursement float. This is the amount of money in the process of settlement from the payor 
to the payee. The payor has received credit from the payee for paying its bill, but the check has 
not cleared the bank, so the funds have not been taken out of the payor’s bank account. Dur­
ing this settlement period, the payor has use of the money and so does the payee. Strictly 
speaking, part of this float amount is not float at all. The mail component shows up in standard 
float measurements, but does the payor no good, because the payee has not received the 
money and has not given the payor credit for it.
.20 Another component to consider is credit cards or purchasing cards. These cards can carry up 
to fifty days of float. If something is purchased at the beginning of a card’s cycle, the bill won’t 
appear for thirty days plus mailing time, and then another sixteen days or so can elapse before pay­
ment is due.
.21 Properly used, float reduces the need for shareholder investment or borrowed funds. However, 
using float to finance company operations can create problems for the following reasons:
• Bounced checks affect credit ratings and vendor reputation.
• It is illegal to write a check when no money is in the bank when the check arrives.
• When the company relies on float to finance operations, the general ledger cash balance is a
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negative amount. Shareholders and lenders who see this in a published financial statement may 
be upset by it.
• During slow periods, or when management decides to reduce purchases, disbursement float can 
drop, reducing cashflow at a time when management expected increased cash flow.
.22 Float Management. Good float management starts with a thorough analysis of the com­
pany’s float. Pricing the float components is an important aspect of the analysis that should not be 
omitted. Following that, the consultant and company personnel search for opportunities for improve­
ment. Most opportunities will probably arise in collections float. For example, figure 9-6 illustrates 
the following opportunities for improvement:
• Three days to produce an invoice is excessive. The goal should be to create and mail the invoice 
on the day the sale takes place.
• The average availability time of two days could be negotiated to one with the company’s bank.
• All customers take fifteen days past due date to pay their invoices. This may be excessive and 
could be reduced by half.
• The use of EDI (electronic data interchange) for invoice preparation may increase float. Many 
large companies now require EDI for transmission of their invoices.
Once the consultant has identified the opportunities, a program to make the improvements can be 
developed. Specific opportunities are discussed later in this practice aid.
Automated Clearinghouse (ACH) System
.23 Started in the 1970s, ACH has been adopted in many industries as the standard payment 
method. ACH transaction volume is now increasing at a rate faster than 30 percent annually. Auto­
mated Clearinghouse (ACH) refers to a range of collection, payment, and transfer services which 
make use of the computer communications systems. Some well-known applications are listed 
below:
• U.S. Government payroll and Social Security payments
• Direct deposit payroll
• Corporate trade payments (CTP). From an experiment in 1983, CTP has grown to include large 
shares of all disbursements of large retailers, oil companies, and auto manufacturers.
• Routine transactions between banks
• Transactions between banks and their customers
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.24 The ACH system is a major provider of electronic funds transfer (EFT) payments. These pay­
ments include Social Security payments, direct deposit payroll, inter- and intracompany payments 
and pension payments. Most ACH transfers depend on transfers through the Federal Reserve’s net­
work of regional ACH units and a growing group of independent ACH associations. These are 
organized generally along geographical lines. For example, the New England Automated Clearing 
House (NEACH) serves the six states in the Northeast U.S. The diagram in figure 9-7, below, 
charts the flow of an ACH transaction.
figure 9-7
Automated Clearinghouse Transaction *•
.25 The ACH transfer process involves five steps:
• The customer initiates the transfer with its bank by phone, printed listing, PC terminal, main­
frame transmission, or disk-tape output.
• The bank sorts transactions by transit routing number. It removes items for its own customer 
accounts and sends the rest to the ACH.
• The ACH extracts items for banks in its system and transmits the rest to other ACH regions.
• The receiving ACH transmits to the receiving bank.
• The receiving bank credits its customer’s account.
¶ 9/130.24
Notification
Prom
Customer
Customer
Bank
Account  
(Account
Debited)
Automated Clearinghouse  
Customer
Bank
Customer
Bank
Vendor's
Bank
Account
(Account
Credited)
1 2
♦
PROVIDING CASH MANAGEMENT CONSULTING SERVICES 9/100-25
ACH routing is similar to that used for a paper check. However, the ACH data flows in two direc­
tions, while check-based transfers flow just one way, from payee to payor:
1. ACH payments for payroll, Social Security, dividends, and interest flow toward the payee.
2. Pre-authorized debits such as those for utilities and insurance flow “upstream” to the payor.
.26 An ACH transaction is settled when the bank entries are made. Processing cost is minimal com­
pared with the cost of preparing and mailing paper checks. Generally an ACH transfer provides next 
day settlement (or one day of float and uncollected funds), and minimal transaction cost by the payor 
and payee.
.27 Transaction charges for ACH payments are low: between five and fifteen cents per transaction 
depending on volume and the transaction process. Float is also reduced. A paper transaction might 
generate two to five days of float. With an ACH transaction, there is a maximum of one day.
.28 The loss of the disbursement float can be reduced by negotiating a certain payment date that 
gives the payor some or all of the advantages of the traditional paper disbursement float.
.29 ACH System Considerations. Because most companies implement ACH with purchased 
software, the consultant is likely to be asked to provide a list of features to seek in a system. The ACH 
setup should have the same convenience and function of any other software. In addition, an ACH 
system should have security and transaction creation features:
.30 Security. The ACH transfer procedure lacks two control elements of a paper check system: 
physical documentation and signed authorization. To offset this shortcoming, ACH systems must 
include procedures that achieve the same access and authorization controls. This can be done elec­
tronically at low cost. The controls that are necessary in any application depend on company needs. 
The following list includes some of the safeguards. The list includes considerable redundancy.
• Network password control to prevent unauthorized access to the system.
• Terminal password control to restrict the terminal that runs the system.
• Identification of the operator for every transaction batch.
• Edit controls to prevent unauthorized additions and modifications of the transaction batch file 
created by disbursements software.
• Forced printing of transaction batches for audit.
• Reconciliation reports for use in balancing payment systems.
• Restriction of authority of employees to make large transfers.
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• Internal payment numbering system. This could be accomplished by carrying check numbers 
over from the accounts payable system.
.31 Transaction creation. Efficient ACH processing requires an interface between the disbursement 
system and the ACH software that transmits to the bank. The following features should be provided:
• Creation of batch file from authorized payments in the accounts payable system.
• Built-in “prenote.” This is the process by which the ACH system verifies that a payee’s bank 
and bank account are valid.
• Clean consistent handling of transactions when the payee has canceled the previously autho­
rized bank account.
• Payment notification. When payor and payee have an ongoing relationship and both parties 
have the ability to get daily payment information directly from their banks, payment notifica­
tion is normally omitted to save costs. However, the payor should have the ability to create a 
remittance advice, if desired.
.32 Cost is a consideration in system selection. Systems are purchased and procedures developed 
with the expectation they will be paid for from the cost and time savings gained from improved effi­
ciency. The budget should include the following costs:
Modifications to existing software
ACH software
Added hardware, if any
Staff training and administration
Vendor-customer training and support
Bank charges — monthly base fees
Bank charges — per item
Communications charges
.33 ACH Internal Control Considerations. As with all systems, the ACH payment system 
should have adequate separation of duties. This is often omitted by companies when total system 
control is handed over to a single ACH champion who is allowed to handle all facets of the system. 
The following controls should be established: •
• The person who creates a payee in the system should not initiate the ACH transfer.
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• The disbursement procedure should include the printing of a list of disbursements and payees. 
This list should be reconciled immediately after the disbursement is made.
• The person who reconciles the disbursement should not initiate the ACH transfer.
.34 Collections and Payments Through the ACH. The operation and advantages of ACH trans­
fers are discussed in the sections entitled “Automated Clearinghouse (ACH) System” and 
“Collection Systems.”
9/135 PAYMENT SYSTEMS
.01 Without exception, companies must operate systems that enable them to transfer value to 
payees, including employees, vendors, suppliers, service providers, subcontractors, and the gov­
ernment. The payment system is a vital building block in the business system because it affects so 
much of the company and can lead to much discontent if it does not work properly. An effective pay­
ment system has the following characteristics:
• Economical
• Free from error, within reasonable limits
• Free from fraud, within reasonable limits
• Able to control payment so it is timely
• Auditable
• Able to allocate payments flexibly
.02 In today’s business environment, the greatest opportunities to improve cash management can 
be found in payment systems. Experience shows that employees are more dissatisfied with the pay­
ment system than any other system. Typical complaints include slow processing, lack of flexibility, 
and high support cost.
Types of Payment Systems
.03 The main payment groups are paper and electronic. Within these two groups there are many 
variations, but four main systems: checks, drafts, wire transfers, and electronic funds transfers.
.04 Checks. The most common method of transferring money between companies is by paper 
check. In this system, the payee has to act to get paid by making a deposit, receiving credit, and caus­
ing the system to debit the payor’s bank account. In this system, a company issues a check for goods 
or services and funds are transferred by a system of presentment. The presentment process from first 
deposit to collection from payor involves four steps.
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a. The check is presented by the payee to its depository bank.
b. The depository bank assumes the check is “good” and credits the payee’s account.
c. The depository bank presents the check to the bank on which it was drawn, the drawee bank.
d. The drawee bank charges the payor’s account, closing out the transaction.
.05 The check collection system takes between zero and several days, and most checks are cleared
within one or two days. Technically, the initial credit for a deposit is only tentative; the depositor 
doesn’t own the deposit until the deposit is paid by the drawee bank.
.06 The banking system has no positive feedback mechanism to enable the depository bank to 
know when any check finally is paid by the drawee bank. The only feedback mechanism is the one 
that processes dishonored or insufficient funds checks, and this system operates on an exception 
basis.
.07 Other forms of payment—wires, drafts, ACH—are more efficient and provide greater control 
over cash disbursements but are not as widely used in commerce. Therefore, no payment system can 
rely entirely on other techniques; any disbursement system must ensure that a paper check can still 
be prepared.
.08 Advantages o f paper checks. Because of its widespread acceptance as a payment form, the 
paper check has many advantages including the following:
• Easy to automate. Almost every accounts payable/check disbursement system contains an auto­
mated method of preparing checks. The software market contains many efficient, competitively 
priced check disbursement systems.
• Good physical control. Control of the checks is the key element of security to stop unautho­
rized disbursements.
• Float. At the receiving end, checks have a built-in processing lag. Most companies process 
checks through their accounting systems before depositing them. This provides at least one 
additional day of float at no cost to the payor.
• Documentation. The canceled check is widely accepted as proof of payment. Although the 
ACH payment system offers an equal and faster receipt procedure, it has not yet been under­
stood or widely accepted by auditors.
• Automated reconciliation. All commercial banks provide a list of cleared checks that can be 
matched against the disbursement check register to list outstanding checks for bank reconcil­
iation purposes.
.09 Disadvantages o f paper checks. The traditional technique of paying bills by paper check has 
several shortcomings including the following:
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• Slowness results from the United States check clearance system, which transfers payments by 
physically moving the documents through a clearance system from bank to bank. This system 
adds days to the time a depositor gets use of the funds. For a disbursing company, this can be 
an advantage, because it creates float. However, it is also a disadvantage, because vendors use 
it as an excuse to delay performance until the check clears the bank.
• High cost results from paper handling, data entry, control functions, and exception handling.
• Poor feedback results because the paper check provides only part of the company’s need for 
positive proof of payment. The paper check is a good receipt of payment, once it is paid by 
the bank and returned with the monthly bank statement. Until then, the payor has no proof of 
payment.
• Lack o f control o f cashflow results because a check involves the use of a third party to deliver 
the check and the payee’s internal processing to record it. The payor therefore has poor con­
trol over the timing of the payment.
.10 Drafts. A draft is a payment order that takes effect when the payee satisfies the condition of 
the draft. It is the responsibility of the depositing financial institution to verify performance before 
making payment, so the cost of a draft is considerably higher than that of any other payment form. 
For that reason, drafts should be used when the risk of noncompliance is high and for large trans­
actions that occur infrequently, not in routine situations.
.11 There are many different types of drafts. The two most common are demand notes and advance 
payment notes.
.12 Demand notes are given to the payee before a transaction occurs and are payable when a spe­
cific event occurs. A common type of draft is a letter of credit, which is commonly used in foreign 
cash transactions. The buyer’s bank prepares a draft that it agrees to honor if the payee meets an 
objectively defined condition, such as product delivery, clearing of goods in customs, completion 
of construction, or issuing of a certificate of occupancy. In many cases, the bank requires the payor 
to set aside the funds required by the draft to ensure payment. However, some banks waive this 
requirement if the customer can demonstrate a history of having funds available and the disburse­
ment requires a significant time lag that would make a partial allocation of funds practical.
.13 Advance payment notes are drafts given to a supplier in advance of receipt of goods and are 
automatically payable at a predetermined date. An advance payment note is like a postdated check, 
but it is different in that it may be guaranteed by a third party to ensure payment.
.14 Benefits o f drafts. The benefits of drafts include the following:
• Performance insurance. Drafts tied to performance are the easiest way for a purchaser to pro­
tect its position while assuring the seller that it will be paid. The normal protection is for the 
purchaser to make an advance deposit and progress payments; a draft is somewhat better for 
the purchaser because it ensures that no funds are expended until the entire job is completed.
¶ 9/135.14
9/100-30 PROVIDING CASH MANAGEMENT CONSULTING SERVICES
 
• Effective negotiation. In many cases a draft payment system can be used in difficult negotia­
tions to ensure that the supplier is assured of payment.
• Usefulness in foreign transactions. Sending regular business checks to international suppliers 
often creates problems. Drafts can be collected easily and inexpensively through international 
financial channels.
• Foreign exchange risk. For the life of the draft, either party may have an exchange exposure, 
depending on the currency of the draft and the currency of the sale.
.15 Drawbacks o f drafts. The drawbacks of drafts include the following:
• Cost. Fees for drafts include preparation, guarantee fees, and processing costs, which total 
much more than the cost of paper checks and wire transfers.
• Prepayment requirement. Depending on the type of draft, the issuer of the draft may require 
the entire amount of the draft to be funded as soon as it is created. In some cases, this could 
mean the payor loses the use of the money during the long delay between the initiation of the 
draft and the presentation for payment.
• Lack o f convenience. Because drafts are generally drawn or approved by third parties, the 
amount of time required for processing is longer than desirable for a disbursement system.
.16 Wire Transfers. Wire transfers are a fast, widely accepted means of making payment through 
several specially chartered electronic money-transfer networks. Because of their high cost, wire 
transfers are used primarily for large transactions, or for transactions in which the funds must be 
immediately available. A wire transfer instantaneously affects cash flow because the system simul­
taneously withdraws money from the payor’s account and deposits it in the payee’s account.
.17 Wire transfers can also be used for intracompany transfers when a company needs to transfer 
funds to accounts that are not linked within the same financial institution. Because the financial insti­
tution usually charges a separate fee for sending and receiving a wire transfer, the charges for such 
internal transfers can mount.
.18 Wire transfers can create problems when funds are being deposited to a supplier’s account, 
because they often do not supply the necessary remittance documentation to the supplier to prop­
erly record the payment in its accounting system. This means that an additional set of documents has 
to be sent identifying the payment and its purpose.
.19 Benefits o f wire transfers. The primary benefit of using wire transfers as a form of disburse­
ment is control over cash flow. Wire transfers are cleared immediately ; they can be initiated at the 
exact payment due date, allowing the company to use the funds until then. There is no need to make 
the payment a few days ahead to ensure the due date is honored.
.20 Drawbacks o f wire transfers. The drawbacks of using wire transfers as a form of disbursement 
include the following:
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• Cost. Fees for wire transfers include preparation and processing costs. The wire transfer fee for 
a single domestic transaction can range from $4.50 for an incoming wire transfer to $50.00 for 
a manual outgoing transfer. This fee is negotiable, depending on the volume, other services, 
bank balances, and negotiating skill of the customer.
• Lack o f float. There is no float in a wire transfer, so the company may forgo this important ele­
ment of profit.
• Poor documentation. A wire transfer does not include the remittance detail necessary to prop­
erly record the payment in the supplier’s system.
• Potential for fraud. Wire transfers have been the tool of choice in many high-value bank frauds, 
because they can be initiated with little documentation. Banks have installed many controls, 
including password authentication, and fax-back authentication, but many company treasur­
ers have not taken advantage of these controls.
.21 Automated Clearinghouse. Automated Clearinghouse (ACH) processing is a modem cost- 
effective means of paperless payment processing. Instead of generating a paper check, the company 
transmits payment information to its bank (or nonbank ACH service provider), which in turn trans­
mits the payment information into the ACH network. The ACH network creates the necessary 
transactions with the payor’s and payee’s banks, which complete the transaction by making the nec­
essary entries in the payor’s and payee’s bank accounts.
.22 In almost all cases, these transactions take place entirely through computer communications. 
Once the initial investment in hardware, software, and training has been made, the cost of main­
taining the system is very low. If the volume of transactions justifies using it, the ACH payment is 
considerably less expensive than the paper counterpart. However, the ACH involves a float trade­
off. A paper check generates as many as three to four days of float, while the ACH transaction 
generates negative float; the transaction is debited to the payor’s account one day and credited to the 
payee’s account the next day, so the payor is paying a day early.
.23 The best known form of ACH transaction in use today is the direct deposit of payroll in 
employees’ bank accounts. Large numbers of companies now pay their employees by direct deposit. 
On the day before payday, funds are transferred from the employer’s account. On payday, the pay­
ment is automatically deposited into the employee’s personal bank account. Unlike most ACH 
payments, direct payroll deposit saves no processing cost, because the company must still provide 
the employee with an earnings statement in an envelope, usually printed on the same paper stock as 
a regular paycheck. However, despite the absence of a cost savings, direct deposit has the advan­
tages of being an economical employee benefit and a convenience because—
• The employee has faster access to ACH funds than to funds transferred via paper check.
• The employee saves the time of depositing a paycheck in an ATM or with a bank teller.
• The employer experiences less employee absence for check cashing and depositing.
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• The employer saves some of the costs of paying by check, such as bank reconciliation cost.
.24 Benefits o f using the ACH as a payment system. Additional benefits of using the ACH as a pay­
ment system include:
• Low cost. The ACH is the lowest cost payment system.
• Rapid initiation. An ACH payment can be made on one day’s notice at low cost. A paper check 
can be prepared and shipped overnight, but at considerable cost and great inconvenience to the 
payor.
• Effective payment-date control. The payor can specify the exact payment date for each ACH 
transfer it makes, allowing it to honor suppliers’ payment terms without paying before the due 
date.
• Supplier benefit. A supplier that is equipped to handle ACH transfers can benefit from the lower 
processing cost at the same time it enjoys more predictable payments and faster funds avail­
ability.
• Ease o f automation. To make a transfer through the ACH, the company’s accounts payable sys­
tem needs only to create a data file in a simple standard format.
• Ease o f reconciliation. Normally, an ACH transfer is a batch transaction that creates a one-line 
entry in the company’s bank statement. There is no list of outstanding checks to reconcile.
.25 Shortcomings o f using the ACH as a payment system. The disadvantages of using the ACH as
a payment system:
• Initial cost. The start-up cost for ACH payments includes the cost of software to create the 
transfer data file and communicate with the company’s bank, a computer modem to make the 
transmission, and training for the employees who run the system.
• Loss of float. From the payor’s point of view, the float in an ACH payment is negative; the pay­
ment is debited to the payor’s account the day before it is credited to the payee.
• Lack o f paper documentation for audit and payment proof. Most procedures for audit and proof 
of payment are built around examination of the canceled check. The ACH system contains ade­
quate documentation for payments, but auditors must learn to accept them.
Payment Policies
.26 The company’s payment policy defines many aspects of its business relationships, including 
internal control risks, supplier relations, operating costs, capitalization, borrowing, and finance 
department staffing.
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.27 Payment Terms. Although the seller tries to dictate payment terms by the language it uses in 
invoices and contracts, the purchaser can determine payment terms by deciding whether to honor 
the payment terms. In most cases, sellers build grace periods into their collection follow-up proce­
dures that allow the purchaser to delay payment without suffering late payment penalties or the loss 
of a good relationship with the supplier. The decision on payment terms involves a trade-off between 
cost savings, supplier relations, and interest cost savings. Some of the considerations include:
• By selecting a uniform lag time for payments, the company can significantly reduce funds 
requirements, thereby reducing borrowing or increasing investments.
• A company that develops a reputation for slow or erratic payments can harm its reputation and 
credit rating. As a result, suppliers may require deposits or cash before delivery, reducing over­
all cash flow, shift priority services to other customers, insisting on higher prices to compensate 
for the loss of funds, or cancel contracts or refuse to accept orders.
• A company that uses overly aggressive payments procedures increases its internal processing 
costs because employees and managers must spend more time fending off vendors.
.28 Payment Amounts. Small dollar payments, those under $10, are not economical, because the 
cost of making the payment may exceed the amount paid. Two solutions to this problem are:
• Eliminate small invoices by using either purchasing cards or standard credit cards to make 
small purchases. These cards allow the company to use a single payment to cover many small 
invoices.
• Postpone making small payments to a regular supplier until the amount payable to the supplier 
accumulates to a preset threshold, for example, $100, provided the supplier agrees. This solu­
tion can cost more than it saves if it causes a large amount of additional manual work. Whether 
this is practical depends on the company’s system, vendor relations, and transaction volumes.
.29 Communicating Payment Policies. If the company establishes aggressive payment policies, 
it may be a good idea to communicate them to prospective suppliers. The company’s attorney can 
provide an opinion about whether this communication acts as a modification of the supplier’s pay­
ment terms. In any event, the communication makes it clear to the vendor what payment it can expect 
from the company and can reduce friction between customer and supplier.
Payment Systems Tools
.30 The modem payment system uses many tools that save costs, improve float, and improve con­
trol. Most of the tools discussed in this section apply to larger companies and are provided for 
reference only.
.31 Controlled Disbursements. Controlled disbursements is the service that reports checks pre­
sented for payment on the drawee bank on the day they are charged to the customer’s account so that
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the customer can fund them before the close of business. The checks are not funded until they are 
actually presented for payments. Thus, overdrafts are eliminated and idle funds are reduced.
.32 An effective controlled disbursement system requires four elements:
a. An account system that segregates disbursement accounts from concentration accounts
b. A funding mechanism to cover presentments
c. An overdraft protection mechanism if the concentration account and disbursement account are 
not in the same bank
d. An information system to report presentments and balances, if the company doesn’t use auto­
matic funding
.33 Early Payment Discounts. Although the practice is fading out, in many industries, companies 
offer a discount for early payment of invoices. The client’s payment policy should say which early 
payment discounts to take and which to avoid. In most cases, the client company should take any 
standard discount that is offered, because most discounts are very generous.
.34 A typical discount is 2 percent of the invoice amount if it is paid in ten days and no discount 
if the invoice is paid in thirty days. Expressed as 2/10 NET 30, the effect is for the seller to borrow 
money from the purchaser for the length of time the purchaser accelerates its payment, at an annual 
interest rate of 37.2 percent. The example in figure 9-8 shows how to arrive at the equivalent rate 
of interest for a payment discount.
figure 9-8
Calculating the Interest Effect of Payment Discount
Terms: $1,000 Invoice is due in 30 days.
2 percent discount if invoice is paid in 10 days. 
No discount if invoice is paid in 30 days.
Effect: Customer lends vendor 98 percent of amount due for 20 days for 2 percent 
of amount due.
Calculation: Amount borrowed = $980 
Interest = $ 20
Raw interest rate = 20/980 = 2.04 percent for 20 days 
Annual rate for 365-day year = 2.04/20 x 365 = 37.2 percent
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.35 Some customers may award themselves a still more generous discount by paying after ten days 
and take the discount anyway. Many CPAs would consider this an unethical business practice that 
harms the vendor relationship. If the company chooses to follow this practice, the payment policy 
should say how far past the discount date the company will pay while still taking a discount.
.36 Authorization of Payment. The payment authorization policy delegates authority to employ­
ees to authorize purchases and approve invoices for payment. By restricting this authority to top 
managers, the company may improve control provided the top managers have time to review the 
invoices. Greatly expanding this authority speeds paperwork processing but reduces internal con­
trol. A good payment authorization policy lists the following about each employee’s authority:
• Type of payment authorized
• Dollar limit of authority
• Whether the authority can be delegated
• Whether the employee is authorized to charge to other departments
• Whether and when a second approval is needed
.37 Payment Procedures. The payment process must be coordinated so as to avoid preparing more 
checks or ACH transfers than the company can cover, thereby forcing the company to hold checks 
before releasing them or creating bank overdrafts. The usual procedure involves these steps:
• Printing a list of accounts payable by due date and priority.
• Determining how much money is available for payment.
• Deciding how much money is going to be disbursed and the source of the funds. This involves 
making trade-offs among interest costs, lost discounts, supplier relations, and other factors.
• Flagging invoices and suppliers for payment. In most cases, financial managers have consid­
erable discretion in choosing whom to pay.
• Printing a final payment authorization list for approval.
• Printing checks or initiating ACH transfers.
.38 Each of these steps involves an approval and decision process that should be integrated into 
the finance department workload.
.39 Zero Balance Accounts. Zero balance accounts (ZBAs) offer the ability to pay checks on mul­
tiple disbursement accounts for control while funding these accounts from a master account in the 
same bank. All subaccounts are always at a zero balance on the bank ledger. As a practical matter,
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because of cost and overdraft risk, ZBAs are maintained in the same bank as the concentration 
account.
.40 It is possible to have a ZBA in a different bank from the concentration account. It would have 
to be funded by wire, a fee would be charged for maintenance, and it would have to be supported 
by an overdraft borrowing facility. A more likely scenario for an out-of-town bank is to link a ZB A 
and lockbox deposit account in the same bank. The lockbox funds the ZBA, creating a “subcon­
centration” account. Excess funds are then transferred from the subconcentration bank to the 
corporate concentration account or invested locally.
.41 Imprest Balance Accounts. Imprest balance accounts (IBAs) are used in much the same way 
as zero balance accounts, except that the disbursement account has a fixed-amount collected balance. 
Transfers are based on checks released to vendors or on presented checks.
.42 An IBA is necessary in two circumstances:
• Out-of-town disbursement banks. These are normally funded by wire. The imprest balance 
compensates the bank for service and acts as a buffer against overdrafts.
• ACH environment. If the company makes many ACH disbursements, such as direct deposit 
payroll or electronic vendor payments, the ACH presentments continue past normal business 
hours. To avoid an overdraft situation, the company funds the account with an imprest balance 
equal to expected ACH payments.
.43 Remote Disbursements. Remote disbursements is the practice of maintaining a bank account 
at a location distant from the company’s payees. When the payee deposits a check drawn on this 
remote account, it takes longer to clear, giving the payor extra disbursement float. For example, a 
company may maintain a disbursement account in a small bank in Los Angeles to pay suppliers in 
New York City. New York banks are unlikely to have direct clearance procedures with the small Los 
Angeles bank, so they are likely to clear the checks through the Federal Reserve’s RCPC system, 
thereby adding to collection time.
.44 Popular among large national corporations, remote disbursements is not a good tool for smaller 
companies for several reasons. One reason is that the customer may reduce the supplier’s cash flow 
by using a remote bank, thereby damaging the relationship. The use of remote disbursement accounts 
is also a gray area legally, because these accounts undermine the Federal Reserve’s efforts to elim­
inate clearance float. Large companies can use them because they have to have bank accounts in 
many different banks and it is impossible to ban a company from using different banks of its choos­
ing at different times.
.45 Small companies may not generate enough float to justify the cost of remote disbursements. 
Business reasons to have disbursement banks in cities other than the company’s home office city 
include the following: •
• Company has collected balances from local lockbox operations.
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• Company has a local operating unit.
• Local bank offers lower service fees due to lower labor costs.
• Local bank demands an account relationship as part of its revolving credit line arrangement.
.46 Using Separate Accounts for Disbursements. Most large companies use separate bank 
accounts for receipts, disbursements and concentration. This practice seems to add to costs, because 
the company has to pay to own and to reconcile more accounts. Separate accounts, however, actu­
ally reduce costs and improve control. Having separate disbursement accounts for different types of 
disbursements also simplifies administration and improves control. With separate accounts bank rec­
onciliation is simpler, float information is easier to calculate, internal controls are easier to 
implement, and lapping and other frauds are more difficult to conceal.
.47 Overdraft Protection. Bank overdrafts are expensive and inconvenient and reflect poorly on 
the company’s cash management skills. Besides an imprest account, overdrafts can be avoided by 
establishing overdraft credit lines or overdraft agreements. The overdraft credit line is a form of bor­
rowing facility that allows the bank to cover overdrafts by automatically advancing loan funds for 
a small fee, usually at less than 1/8 percent of the unused line. The company pays its normal rate on 
advances. The company achieves the same result by making an agreement with its bank that defines 
the circumstances when it can overdraw collected funds.
Evaluating Payment Systems
.48 Objective evaluation is part of the cash management consultation as well as a continuing 
aspect of managing the system. For payables, the evaluation consists of qualitative and quantitative 
measures. Part of the evaluation involves setting performance benchmarks, measures that express 
the success in meeting job objectives. The other part involves establishing qualitative measurements.
.49 Performance Benchmarks. Performance benchmarks for disbursement systems include:
• Use of resources:
— Optimized daily cash balance (per account)
— Safety cash balance in account
— Size of float
— Average disbursement by day
— Monthly bank charges (by types of services and accounts)
• Processing cost:
— Cost to process payment
— Cost to reconcile accounts
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Techniques for Improvement
.50 Techniques to improve disbursement management fall into two categories: cost control and
float improvement.
.51 Cost Control. Cost control techniques include:
• Using purchasing cards or credit cards instead of checks for small purchases
• Making routine payments through the ACH
• Using the bank’s account reconciliation service instead of in-house reconciliation
• Reducing the number of suppliers for each category of purchase
.52 Float Improvement. Float improvement is achieved by retaining cash as long as possible
before it is needed to cover disbursements. Techniques that can be used to retain cash include:
• Estimated funding o f accounts. Estimated funding of accounts works best for disbursements 
when presentments are highly predictable. For those types of disbursements, it is easier and 
cheaper than other funding methods. Payroll is a good application because employees have 
constant check cashing habits. The company can predict the percent that will clear each day 
after paychecks are distributed. The company transfers funds equal to the estimated clearings 
to disbursement accounts with proper lead time. The transfer schedule for a Friday payroll 
might look like this:
Day Transfer percent
Friday 15
Monday 30
Tuesday 20
Wednesday 15
Thursday 5
Friday 5
The remaining 10 percent would be deposited the following week as part of the next week’s 
series of transfers. The company saves the expense of balance reporting or wire transfers. Bal­
ances are minimized as with other systems.
Other applications include any payment made in sizable numbers that justifies a separate dis­
bursement account, such as insurance claims payments, retirement pay, worker’s 
compensation, medical reimbursement, dividends, interest, annuities, commissions, and lottery 
payments.
Weekly payment cycle. Many companies economize on processing time by paying invoices 
only once or twice each month. This apparently efficient practice is really a poor use of
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resources because it causes many invoices to get paid ahead of time. The reason is that the com­
pany has to pay all invoices that may become due before the next payment cycle, which might 
be a month away.
Companies that use this practice can improve float considerably by continuing to prepare 
checks once or twice a month but not releasing them until their due dates. In a manual system 
this is done with a “tickler” file. With a computer system, most available software allows the 
user to schedule check releases based on due dates. Some new systems contain a procedure for 
preparing checks and holding them for later release.
Reporting Systems
.53 Today’s disbursement system contains a full menu of reports that provide essential informa­
tion for control and decision-making. Control reports include the disbursement register, check 
register, wire and draft register, and daily check clearances (from bank). Management reports 
include the cash requirement report, which is a list of approved payments aged by week for next 
4 -6  weeks.
Besides these readily-available reports, the following two reports which are not provided by dis­
bursement systems, should be produced, depending on company needs:
• Medium-term disbursement forecast. This report provides a broad perspective of the company’s 
cash needs in a form that permits easy analysis. By seeing payments divided by type and fre­
quency, business managers and owners can plan better. This planning can include negotiating 
better payment terms and staggering recurring payments to avoid having large payments fol­
lowed by no payments. Figure 9-9 shows a sample layout for the medium-term disbursement 
forecast. •
• Cost report. In larger companies, the cost to perform disbursement functions, such as check 
preparation and reconciliation, is an important benchmark of performance. It is also essential 
information to have to evaluate the possibility of subcontracting disbursement functions. As 
more subcontract services become available, consultants can be expected to help in the deci­
sion. A partial list of cost factors for the evaluation includes:
— Bank charges
— Account maintenance cost
— Forms and postage
— Envelope stuffing and handling
— Cost for monthly statements
— Personnel costs to process disbursements
— Bank reconciliation time
Besides these, there are many external reports, from the company’s banks, that contain useful infor­
mation for managing disbursements.
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COLLECTION SYSTEMS
.01 Companies that sell on open account have a broad range of needs. However, every company’s 
collections situation is different, and the consultant must recognize the differences in designing the 
engagement.
Objectives of Collection Systems
.02 The collection system is an integral part of the company’s sales system. Because collection 
policies and procedures influence sales levels, they are not the exclusive territory of financial man­
agers. Instead, the company’s top managers must decide whether to have tight standards, which tend 
to reduce sales, or liberal standards, which tend to increase sales. Once the overall policies are set, 
financial managers must work with sales and marketing people to ensure that policies are enforced 
and kept updated.
.03 An effective collection system is economical, capable of moving money promptly into cor­
porate concentration accounts, reasonably free of error and fraud, auditable, and efficient without 
needlessly reducing sales.
Credit and Collection Procedures
.04 All companies should establish credit policies and communicate them to customers and 
employees. These policies are most effective when they are in writing. Once established, the poli­
cies should be enforced aggressively and consistently with concentrated efforts to identify and 
collect delinquent accounts. The timely aged trial balance of accounts receivable is essential to the 
collection process and is a good indicator of the company’s collection effectiveness.
.05 Credit and collection procedures should —
• Include prequalification requirements for new customers.
• Include guarantee agreements with owners of privately-held customer companies.
• Highlight delinquent accounts on the aged trial balance of accounts.
• Place personal telephone collection calls to customers.
• Obtain definite commitments from customers about dates and amounts of payments.
• Initiate follow-up and immediate action if customers do not honor payment commitments.
• Promptly transfer delinquent customer accounts to collection agencies.
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Types of Collection Systems
.06 In order to support sales activities, the collection system must be adapted to the company’s 
needs and not simply imposed from outside. Design considerations include the customer base, 
acceptable risk levels, the competitive environment, the type of service or product, industry proce­
dures, government regulations, and the size of sale. In evaluating or designing a collection system, 
the consultant studies industry literature to learn about other systems in use. Collection systems fall
into four broad categories:
a. In-house receipts processing
b. Lockbox systems
c. Electronic collection systems
d. Charge and credit card collections
.07 In-house Receipts Processing. In-house receipts processing is one of the most expensive
forms of processing for most companies. Some large companies work hard to achieve low-cost oper­
ations but in the end decide to transfer the task to outside processors that can do the job more cheaply. 
Yet, most companies maintain some form of in-house receipts processing system because it is 
nearly impossible to transfer all processing to outside companies.
.08 The company’s processing system provides a major source of opportunities to improve the 
client’s billing and collection procedures for the sale of goods or services. In reviewing this system, 
the consultant also studies the timing and procedures for the deposit of funds.
.09 Billing schedule. The first procedures to analyze are the company’s billing procedures. The 
company should prepare and send invoices to customers as soon as possible. However, sometimes 
advance payments and progress billings are desirable, especially for special orders and orders for 
customers who are new or whose credit standing is questionable. Additionally, if the company pro­
vides materials and service over an extended period, it needs to arrange for progress billings.
.10 The time of the month a customer receives an invoice is also important. Some of the client’s 
customers may have a regular payment schedule. If, for example, a customer’s cutoff date for pay­
ment of invoices is the twenty-fifth day of the month, it is not good business practice for the client 
to mail the customer invoices on the last day of the month. If this customer receives invoices on the 
twentieth day of the month, the client can expect timely payment and avoid a month’s delay.
.11 A good policy is to include all invoices with the shipment of goods or to present them to cus­
tomers at the time of sale. One billing decision is whether to mail monthly statements to customers 
or to bill them at the time of sale, or both. The higher cost of the additional monthly statement may 
be justified by the improved cash flow from prompt billing. The earlier the customer receives the 
invoice, the earlier the seller can expect the payment.
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.12 Statements. Monthly statements are an opportunity for improving collection follow-up. The 
company can send payment reminders to slow paying customers or include special reminders on past 
due accounts. Imposing service charges can also encourage prompt payments from customers. If 
adopted, this policy generally requires notifying customers at the time of invoicing that late payments 
will accrue service charges.
.13 Early payment discounts. The client may offer customers a discount for early payments. This 
is an expensive policy, because the discount translates into a very high effective interest rate. How­
ever, if the discount policy speeds up collections, it may be justified.
.14 Deposit o f cash receipts. Timeliness in depositing cash receipts is important, because the 
sooner payments are deposited, the sooner cash will be available. Many companies delay deposits 
until all accounting tasks, such as balancing and posting, have been completed. This practice slows 
the company’s cash flow. The deposit process should not be delayed for bookkeeping purposes 
because such information may be recorded from deposit slips or remittance advices.
.15 Many banks use an early afternoon cutoff time for crediting deposits. For example, deposits 
made after 2 p.m. are often credited on the following banking day. Thus, use of the funds could be 
lost for one day simply by delaying the daily deposit a few hours.
.16 To aid in the acceleration of cash inflow for companies with branch offices spread out over a 
wide area, a system of local collections and banking may be useful. Under this system, customers 
are asked to make their payments to the company branch office in their area. Company personnel 
then make deposits to the local bank, where the deposited funds are transferred electronically to the 
home-office bank.
.17 Another technique that the client can use to speed up cash collections is depositing pre-autho­
rized checks from customers. Under this system, customers authorize their banks to charge their 
accounts periodically for a set amount, and the banks transfer the funds into the client’s account.
.18 Lockbox Systems. A lockbox system is an alternate method of collecting and depositing 
funds, whereby customers mail their payments directly to a special post office box that is maintained 
at a bank or a specialized lockbox provider. The post office box is opened several times daily by the 
lockbox operator which processes and deposits receipts immediately, eliminating the time the com­
pany requires to receive and process incoming checks and make deposits. The lockbox operator 
prepares collection information and transmits it to the company’s accounting department for record­
ing. The transmission is made by regular mail, express mail, fax, E-mail, or electronic data 
interchange.
.19 A lockbox system speeds up the flow of cash by intercepting mail at a point close to the cus­
tomer, and reduces cost by transferring a processing function to a specialized service provider.
.20 Since the lockbox system is often a regional operation, the geographic location of the lockboxes 
is extremely important. Some factors to consider are customer locations, Federal Reserve Bank loca­
tions, the reliability of the local postal system, and bank charges for the service. Before deciding
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whether to recommend a lockbox system, the consultant should consider these factors to analyze its 
cost-effectiveness. This is done with a lockbox study.
.21 A lockbox study evaluates the economics of switching to lockboxes or changing the lockbox 
setup. The seven major steps in a comprehensive lockbox study are listed in figure 9-10.
figure 9-10
Lockbox Study Steps
1. Determine geographic source of customer remittances.
This is done by analyzing customer master files, zip codes on remittance envelopes, or MICR 
transmittal numbers on checks. Beware that mail location and bank location are different for 
many large customers.
2. Estimate mail transit and availability for major customer groupings.
3. Select possible lockbox points.
These are based on customer groupings, mail transit and availability. Recheck mail transit and 
availability times for those locations.
4. Compare costs.
This comparison is the cost to maintain a lockbox at a location versus the improvement in 
availability and clerical savings for the location.
5. Select final lockbox locations.
6. Assign each customer to a lockbox.
Customer compliance with lockbox assignment changes is poor. They keep sending checks 
to old mail locations. This undermines any initial benefits. The following communications pro­
grams may help:
• Including special address change notices with invoices and statements.
• Using return envelopes for retail and small business customers.
7. Keep old systems in place for several months.
This delay is needed while address changes are made in customers’ accounts payable master 
files. This step is primarily for commercial customers, but also is needed for late-paying retail 
customers who use old remittance envelopes.
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.22 A checklist of cost and benefit factors appears in figure 9-11. The lockbox study can be done 
by company personnel, an outside cash management consultant, the cash management department 
of the company’s lead bank, or a combination of these.
figure 9-11
Checklist of Lockbox Cost Factors
Savings/Benefits:
• Increased available balances
• Faster receipt of information about:
— Customers on credit watch
— Returned checks
— Order entry
• Reduced error rate potential
• Upgrading of balance sheet to seem more liquid
• Savings on in-house processing costs:
— Mail processing
— Opening
— Balancing
— Comparing
— Data entry
— Transporting
— Error handling
• Improved controls 
Costs/Disadvantages:
• Bank transaction charges
• Cost to concentrate money
• Cost to achieve customer compliance:
— Information programs
— Duplicate facilities during phase-in
• “Final” payments handling by lockbox personnel
• Continued in-house processing costs:
— Exception handling
— Data entry
• Data communications costs.
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.23 The company’s lead bank is the starting point for implementing a lockbox system. The cash 
management services department has consultants who specialize in helping customers evaluate and 
manage their lockbox systems. The fee for their services is negotiable, and most banks provide the 
service at no charge.
.24 A lockbox study is not a one-time matter. Once established, the lockbox operation should be 
reviewed regularly. Lockbox locations must be reevaluated periodically to determine if they should 
be shifted to accommodate changes in customer locations, postal service, bank service, and operat­
ing costs. The review considers the following elements:
• The lockbox operator’s performance
• Lockbox locations
• Service fees
• Availability of funds from lockbox operators
• The speed and convenience of information flow from lockbox collections
.25 Electronic Collection Systems. Besides checks and credit cards, there are two other ways for 
customers to pay their bills: wire transfer and electronic funds transfer through the automated clear­
inghouse. The mechanics of these systems were discussed in detail in the section entitled “Payment 
Systems.” Both systems offer the seller two potential advantages: low cost and faster availability of 
funds. Whether these advantages are achieved depends on how effectively the company implements 
the techniques.
.26 Wire transfers. Wire transfers for collections provide rapid money transfer with minimum 
paperwork. They can be initiated by telephone, computer, fax, or telex. A wire transfer eliminates 
float and gives immediate availability of funds. Customers are reluctant to make them because of 
cost ($5 to $25, depending on volume) and the loss of float. The supplier has to provide an incen­
tive to get the customer to pay bills with wire transfers. For example, a rental agent can pass its lower 
processing cost along to the tenant in the form of a rent reduction. In industries in which wire pay­
ments are the standard form of payment, the supplier may refuse to do business with customers that 
cannot make wire transfers. Suppliers of industrial metals, for example, can refuse to ship unless they 
are paid by wire. If the customers tries to switch to another supplier, it will encounter the same 
requirement.
.27 Typical applications for wire transfers include large payments for international sales, imme­
diate contract payments such as payments for the completion of performance testing or arrival of 
materials at a location and the purchase of commodities, such as oil and securities, for which indus­
try practice dictates wire payment.
.28 Wire transfers are also used for concentration transfers, which are transfers from lockboxes, 
branches, divisions, and subsidiaries to the corporate concentration account.
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.29 The main benefit of a wire transfer is that the funds are immediately available to the payee. 
When used for large-dollar transfers, the fee is relatively inexpensive compared with the gain in 
availability.
.30 The main shortcoming of wire transfers is the difficulty of installing internal controls. Several 
large frauds have occurred in wire transfer systems. Most internal controls identify, but don’t pre­
vent, frauds. The three most effective controls in wire transfers are:
• Careful screening and supervision of company wire transfer personnel
• Prompt independent reconciliation of wire transfers
• Adherence to bank procedures for wire transfer control
.31 ACH collections. The full range of ACH collections opportunities is quite broad because the 
technology can be used for both retail and wholesale collections. In retail, for example, ACH can 
be used for collections of mortgage fees, rents, insurance premiums, club dues, and cable TV fees, 
and for point-of-sale transfers using debit and credit cards for retail sales. Wholesalers can use ACH 
for large-volume intercompany sales.
.32 The advantages of ACH for collections include float reduction and cost reduction.
• Float reduction. Although business customers dislike the loss of float, retail customers don’t 
seem to miss it. They are willing to give up the float, since many of them count money as 
“spent” when they make a purchase.
• Cost reduction. An ACH transaction costs a fraction of a check transaction, and the gap is 
widening. This is influenced by increases in wages, fringe benefits, postage, and the shortage 
of clerical workers in many areas. Meanwhile, the economics of computer processing are 
improving, giving ACH a big cost advantage.
.33 The present disadvantage of ACH is the lack of low-cost ACH software. Presently, ACH 
receivables is primarily a custom application, which means that most users must develop their own 
applications or look for add-in modules for their receivables software.
.34 Credit and Charge Card Collections. Credit and charge card collections are a category that 
is a growing and essential element in all companies’ collections systems. In most industries, sellers 
can collect funds by allowing customers to charge their payments to major credit cards. This speeds 
collection considerably. From the seller’s standpoint, there are operational and float considerations 
associated with both debit and credit card operations. Debit and credit cards are processed in the 
same manner. Debit cards work like ACH transfers and should reduce float and generate faster avail­
ability than credit cards.
.35 Traditional practice has linked credit cards with retail sales, mainly because the retail market 
is the largest market for their use. However, another large potential market is small-dollar purchases 
by business customers. These customers can easily reduce their purchasing costs by using credit
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cards. The credit card allows the purchaser to save the costs of the purchase order, accounts payable 
processing, and paper check.
.36 For retail sales, the credit card is now used for about 60 percent of all transactions. In some 
cases, credit cards are used for 100 percent of transactions. The benefit of a credit card to the 
retailer is that funds are available within a day or two of the sale through the merchant processor, 
which is the processing company that receives the credit card sales transaction, usually electroni­
cally, from the retailer and forwards it to the collection system.
.37 The merchant processor deducts a fee of from 1/2 percent to 4 percent from each batch of trans­
actions it processes and credits the retailer’s bank account for the sales, usually by wire or ACH. The 
fee depends on the ease of processing. As a rule, the processor charges a low fee for transactions that 
are low risk and easy to process. A low-fee transaction is characterized by a high average volume 
of transactions, high retailer’s financial strength, large size of average sale, low risk involved in sale, 
and an electronic method of processing.
.38 The merchant card vendor can be the retailer’s bank or one of many independent card proces­
sors. The choice often comes down to processing cost and funds availability. The independent 
processor charges less, but may provide slow funds availability. The bank processor charges more, 
but provides faster funds availability.
.39 Purchasing Cards. For larger companies, the purchasing card is a cost-effective payment form 
that offers ease of payment, excellent management control, and simplified accounting. As the mar­
ket matures, consultants can expect purchasing cards to become available for smaller companies.
Sweep Arrangements
.40 Companies with branch operations, such as retail stores or sales offices, can use several tech­
niques to improve cash management and reduce operating expenses. The sweep arrangement is one 
of them. The company’s bank automatically “sweeps” cash from collected balances for investment 
in prearranged short-term cash equivalents.
.41 Sweep arrangements are available in most banking markets and are normally used for short­
term investment. They are also useful for transferring funds from branch operations. The benefit of 
sweep arrangements is easier administration for the cash manager. They make transfer duties auto­
matic, freeing time for other activities.
.42 Under sweep arrangements, the bank and customer agree on a target balance for an account, 
and the bank automatically withdraws the excess over that amount and invests it for the customer. 
In dealing with branch bank accounts, the customer can ask that the entire balance be swept and 
transferred to the corporate concentration account.
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Reporting Systems
.43 Collection reports provide essential management, control, and accounting information. Most 
accounts receivable systems contain full menus of reports, including many in the following list of 
reports on accounts receivables and collections:
.44 Control reports:
• Daily deposit reconciliation
• List of detail of daily accounts receivable posting
• Shipment report
• Backorder report
• Invoice status report
• Cash refund report
• Write-off bad debt report
• Bad check report
.45 Management reports:
• Collection history and trends expressed in day’s sales outstanding
• Salesperson performance report
• Sales comparison report by period and customer
• Salesperson sales quota report
• Customer sales history report 
.46 Balance reports:
• Aging report
• Customer balance report
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.47 Follow-up and progress reports:
• Aging report
• Customers transferred to outside collection
Evaluating Collection Systems
.48 The manager responsible for collections should receive a regular objective performance eval­
uation. The information used in this evaluation is also useful to the consultant to review the collection 
function. The usual technique is to set performance benchmarks, measures that express the success 
in meeting job objectives. For collections, the typical benchmarks are —
• Day’s sales outstanding.
• Bad debts as a percent of sales.
• Percent of aging in each age category.
• Percent of new customers rejected.
Accounts Receivable Systems
.49 In today’s market, automated accounts receivable systems are abundant, inexpensive, and 
full-featured. Even low-end accounting systems costing under $100 contain excellent receivables 
processing capabilities.
9/145 INVESTING
.01 Like many other aspects of a company’s cash management, the investment organization 
depends on the situation. This section covers procedures for investing funds for the short-term 
when investment is not one of the company’s primary business activities. It applies to most com­
panies, because their cash is available only for temporary investment. It does not apply in situations 
in which a highly successful company has amassed a large sum of investible cash. Such a company 
would do well to hire an investment specialist or a specialized investment firm.
.02 The cash management consultant should also be aware that investment advisory services are 
regulated by state and federal authorities. Moreover, the CPA consultant must recognize that invest­
ment advisory activities and cash management consulting are different, sometimes incompatible 
services which place the consultant in a conflict of interest.
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Analyzing Investment Activities
.03 To become familiar with the company’s investment activities, the CPA consultant can deter­
mine the amount of funds available for investment, the company’s procedures for investing, and the 
results. These three areas produce most of the opportunities for improvement.
.04 Determining Investable Funds. All companies have some investable funds, and the amount 
is usually considerably larger than the amount being invested. The first step, then, is to discover the 
amount available for investment as well as the amount actually invested. The reason to determine 
investable funds is that the best investment returns are for the longest-term investments. The com­
pany can identify longer-term funds only by forecasting them. If it cannot be sure that funds can be 
invested for a longer term, it must keep the balance liquid.
.05 There are three ways to estimate the amounts of these funds:
• The company prepares cash forecasts.
• The consultant prepares cash maps.
• The consultant analyzes investment and bank accounts.
.06 All three techniques produce similar results: they allow the consultant to tell if the com­
pany keeps as much of its cash balance as possible invested. Smaller companies seem to have the 
most idle funds that can be invested. It is common for one of the following situations to exist in these 
companies:
• Companies conduct their investment activities weekly, allowing idle balances to accumulate 
before investing them. Investing daily or using a sweep arrangement reduces idle balances.
• Companies use the general ledger cash balance in their planning, missing the opportunity to 
invest the considerably higher available balance in the bank account. They should use the 
bank’s available balance in their planning.
• Companies may anticipate large cash outlays and allow cash to accumulate in bank accounts. 
This cash should be transferred for investment and withdrawn at the last possible moment to 
cover the outlays.
When possible, if there are open lines of credit or other debt, surplus cash should be used to reduce 
debt. The interest saved from reducing borrowing nearly always exceeds the interest that could be 
earned from short-term investments.
Corporate Investment Strategies
.07 Investment strategy involves more than just picking winners. Successful short-term investment 
in a corporate environment involves five steps:
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a. Deciding on a risk strategy
b. Identifying investment responsibilities
c. Developing investment policies
d. Allocating money for investment
e. Monitoring investments
Risk Considerations
.08 There are two types of investment risk: loss o f principal and volatility in rate o f return. Risk 
of principal loss can be reduced by bank guarantee, collateral, or Federal Deposit Insurance Cor­
poration (FDIC) insurance. Risk in rate of return can be reduced with hedging and diversification. 
Because high risk can result in high rates of return, each company must decide on the extent of risk 
it will assume in its search for high investment yields. The first step in developing a risk strategy is 
to define the company’s overall investment goal. Some goals and their related strategies are shown 
in the following table.
Goal Description Investment Risk
Efficiency Keep all company assets at work Moderate
Profit Maximize the income from investments High
Convenience Keep money in a holding pattern Low
Investment Responsibilities
.09 Investment responsibilities should be decided by senior management with the board of direc­
tors or owners. In general there are three types of investment management:
• Internal management o f investment. Under this option, company employees make all invest­
ment decisions, sometimes with the assistance of outside investment advisors. •
• External management o f investment. Many companies prefer to have all investment decisions 
handled by outside investment managers. Under this option, the company signs a contract with 
the investment manager. The company then funds the investments which are independently 
chosen by the manager. The management firm is evaluated based on its ability to follow the 
company’s investment policy and produce a satisfactory rate of return.
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Project management o f investment. Under this option, company employees perform many of 
the daily treasury and investment management functions while large funded projects or fidu­
ciary funds are handled by outside managers.
Investment Policies
.10 Whether the investing functions are handled internally or externally, the company needs to 
establish a policy on the type of investments, their duration, the reporting required, and the respon­
sibilities for investment decisions. This policy should be developed before any investment is made. 
A company that fails to clarify its investment policies inevitably runs into disagreements with its 
advisors and tends to stray from its core strategies.
.11 An investment policy helps to:
• Clarify the degree of risk the company will take.
• Direct borrowing-investing activities.
• Protect the finance manager legally and politically if there is a problem with the investments.
.12 The policy should be approved by the board, if possible. Even in a small company or when 
funds are managed solely by an outside investment advisor, policies are still necessary. Depending 
on company culture, investment policy implementation in a smaller company might start with a sim­
ple listing of investment strategies, a written report, or even an oral report. A checklist that can be 
used to develop an investment policy is provided in figure 9-12.
.13 Allocating Money for Investment. Investment funds can be divided into two categories: funds 
available for the short term and funds available for the long term. As a rule, the more funds that can 
be set aside for a long term, the higher yields the company can earn, because long-term yields are 
normally considerably higher than short-term yields. An effective strategy always involves allocat­
ing corporate funds between long-term and short-term investments:
• Short-term funds must be allocated to lower-yielding short-term investments. If they are allo­
cated to long-term investments, the company may incur a capital loss when liquidating the 
investments on short notice for operational needs.
• Long-term funds can safely be allocated to higher-yielding long-term investments. These 
investments fluctuate in value more than short-term investments, but the company has the flex­
ibility to choose the right time to sell them and is not forced to sell at a loss to meet operational 
needs.
.14 Examples of investments suitable for short- and long-term funds are provided in the follow­
ing table:
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Investment layer
Investment term 
and rate Investment example
Long term Long term 
High rate 
High risk
Acquisitions
Certificates of deposit (long maturities)
Collateralized mortgage obligations (CMOs)
Company stock—buy back
Couponless bonds
High yield bond or bond funds
Long-term debt reduction
Marketable securities
Municipal securities
Mutual funds
Treasury notes-bonds
Short term Short term 
Low rate 
Low risk
Bankers’ acceptance 
Certificates of deposit 
Commercial paper 
Corporate savings accounts 
Eurodollar funds 
Money market 
Municipal anticipation notes 
Repurchase agreements (REPOs) 
Treasury bills 
Money market account 
Daily cash investments 
Savings accounts
.15 Short-term funds. Money allocated to short-term investments can be routed back into dis­
bursements, or into longer term investments or be used to retire debt, depending on cash needs. These 
funds cannot earn high yields because of the need for flexibility. Also, this money normally has to 
be invested in cash equivalents to offset the negative book balances in controlled disbursement 
accounts.
.16 Four types of investments are popular for short-term cash investments: repurchase agree­
ments (REPOs), commercial paper, money market funds, and Eurodollar investments. These 
investments are used because they have the following characteristics:
• Reasonable rates of return
• Low administrative cost
• Stable returns — unaffected by speculative swings
• Liquid without a withdrawal penalty
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figure 9-12
Sample Investment Policy Checklist
Policy area Item Response
Overall goal What is the company’s investment objective?
Efficiency
Profit
Tax-free investing
Convenience
Security
Balance sheet dressing
Delegation of authority Who is responsible for the following function?
Initiating transactions
What is the dollar limit?
Any additional restrictions?
Renewing investments
Up to what dollar limit?
What additional restrictions?
Risk What is the company’s risk policy?
Aggressive
Conservative
Market-driven
Report requirements What reports are required?
Investment reports
Daily reports
Gain/loss reports
Tax reports
Speculation policy Will the company hedge or speculate in futures?
Are “covered” transactions permitted?
Who has the authority to speculate?
Up to what dollar amount?
Concentration Is there a limit to the exposure in a single instrument or type 
of instrument?
Is there a dollar limit or a percentage limit of the portfolio to 
any one investment?
Audit functions Who is responsible for auditing the portfolio?
What additional reports are required?
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.17 Long-term (or permanent) investment. Long-term investments generally must be able to reach 
full maturity in order to yield full rates. Thus, this money would stay invested for much longer peri­
ods. If there are frequent transfers of these investments, the company’s forecasting may be poor or 
its investment strategy may be faulty. When that happens, the company is probably losing money 
on long-term investments and would do better with more liquid investments.
.18 Practical Investment Layering. The most practical way to identify the amount to allocate to 
each investment layer is with a graphic approach. The layering decision should be based on estimated 
collected balances and can use two bases:
• A graph of past collected balances.
• A forecast of cash balances for decision making.
From these sources, the company picks amounts that can be allocated to long-term investment.
.19 The graph in figure 9-13 illustrates the allocation of investment layers. The starting point is the 
bottom layer, or safety balance, which isn’t invested or is placed in ultrashort-term investments. This 
safety balance gives the company a fail-back position. If necessary, it also ensures that the company 
reports a positive cash balance.
figure 9-13
Smith’s Sporting Goods, Inc.
Cash plan— Amounts in thousands
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.20 The next layer is the minimum amount that can be put away for the long term. Of course, for 
the company to make this commitment, it must be reasonably able to predict that the funds aren’t 
going to have to come right back into operations.
.21 The remaining cash (not plotted on the graph because it is unpredictable) is left in place and 
moved to temporary investments as available. The way to do this is discussed in the next section. 
Thus, there are three investable layers in the projection—safety, long-term and temporary invest­
ments. Each is invested as appropriate.
.22 Measuring Investment Performance. If possible, an investment monitoring system should 
be integrated with the company’s regular accounting system. This monitoring system should track 
total returns on the portfolio in order to evaluate the investment decisions of internal and external 
advisors. Monitoring is difficult if investment returns are a combination of capital gains and inter­
est, because most companies keep their investments at historical costs, not market values.
.23 A complete measure of return requires the company to add interest, capital gains and losses, 
and unrealized gains and losses. To do this, the company must mark-to-market, or value its portfo­
lio at current market values, which can be an administrative burden. However, a mark-to-market 
approach is essential because:
• Investment advisors often evaluate their performance solely on closed trades. This allows them 
to sit on capital losses until the investment turns and to sell investments with capital gains to 
enhance the reported numbers.
• Market valuing is the most realistic measure of annual investment performance.
• A market-valued portfolio is more easily compared with external measures.
.24 Practical ways to handle this valuation include:
• Placing all invested funds in a brokerage account and relying on the broker’s system to mon­
itor market values and returns. •
• Developing a spreadsheet or database to summarize invested balances and investment income 
data.
• Using investment software, such as Pulse or Schedule-D.
.25 Because investment returns fluctuate with the market, the company should set a benchmark 
return for comparison. Possible benchmarks include the S&P 500 index, Dow-Jones index, T-Bill 
rates, and commercial paper. The index should reflect the company’s risk policy and investment 
maturities.
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Investment Options
.26 The market for short-term investments for corporate funds changes daily; new investment 
instruments enter the market and old ones leave, making any list difficult to maintain. The follow­
ing sections discuss only those that have shown staying power in the market.
.27 Money Market Accounts. Money market accounts are appealing because they offer conve­
nience, safety, and a reasonable rate of return. Some companies use nothing else for both long- and 
short-term investments. Most are covered by some form of insurance, making them easy to explain 
to boards of directors for nonprofit organizations. Bank money market accounts are FDIC insured 
to $100,000 per customer per bank.
.28 Most corporate money managers find it both convenient and cost-effective to invest their 
short-term funds in money market instruments. These instruments never produce maximum yields, 
but they don’t need to; the goal of short-term investments is to return a reliable, modest yield for the 
time they are invested, not to produce high yields. In fact, a corporate money manager who tries to 
produce a high yield on short-term funds may be making an error in judgment. The risk-taking 
required for high yields is proper only for long-term investments.
.29 There are three other reasons to use money market investments for short-term funds:
a. Most of them qualify as cash equivalents, allowing the company’s published balance sheet to 
show a positive cash balance, offsetting the negative balance produced by the zero balance dis­
bursement account used in a controlled disbursement system.
b. Their relative safety allows financial managers to reassure top managers about the safety of cor­
porate assets.
c. Their marketability permits the company to invest and liquidate investments in order to meet 
daily cash needs.
There are many different types of money market investments. The major ones are defined and dis­
cussed below.
.30 Repurchase Agreements. Repurchase agreements (REPOs) are collateralized deposits, which 
have maturities of ten days or less. They are similar to CDs but are not FDIC insured. REPOs were 
invented to circumvent the requirement that a CD have a maturity date longer than fourteen days. 
The depositor makes the deposit by purchasing a security, or a part of a security, usually a Treasury 
security, which the bank repurchases on the maturity date at a price agreed to in advance. Banks use 
REPOs to acquire funds free of reserve requirements and interest controls.
.31 Large Certificates of Deposit. Large certificates of deposit in denominations of $100,000 or 
more, are sold by banks as a means of managing their liability positions. The popular maturities are 
one, two, three, six and twelve months. The organized secondary market in large CDs makes it pos­
sible for holders to sell their CDs quite readily and enables investors in CDs to buy outstanding CDs 
as an alternative to buying new issues. The over-the-counter market is made up of a linked network
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of dealers and brokers, and trades are made by telephone. The investment grade CDs are rated by 
the largest rating agencies (for example, Standard & Poor’s Corporation). Lastly, large CDs yield a 
premium over Treasury bills of comparable maturity.
.32 Eurodollar Time Deposits. Eurodollar time deposits are CDs in denominations of $250,000 
or more issued by financial institutions outside the United States. The popular maturities are one 
week to six months, but can range from overnight to several years. A related instrument, the float­
ing rate CD (FRCD) is a product that protects both parties from interest rate risk. They are negotiable 
bearer paper. An active secondary market allows investors to sell Eurodollar instruments before the 
deposits mature. Interest rate arbitrage keeps interest rates closely aligned between Eurodollar 
deposits and deposits with roughly comparable characteristics at banks located in the U.S.
.33 Treasury Bills. These are obligations of the United States government, totally free of default 
risk. Denominations are a minimum of $10,000 and multiples of $5,000 above the minimum. The 
available maturities are three, six and twelve months. The Treasury sells bills at a discount through 
competitive auctions. Treasury bill yields are generally quoted on a discount basis using a 360-day 
year. The secondary market is the largest and most efficient for any money market instrument. Pri­
mary dealers have the advantage of direct contact with the Federal Reserve’s trading desk and 
purchase a large portion of the Treasury bills sold at auction and make an active secondary market. 
The selected primary dealers include departments of the largest commercial banks and brokerages.
.34 Short-term Municipal Securities. Short-term municipal securities are financial instruments 
issued by state and local governments and have original maturities of less than three years. Denom­
inations are normally $5,000 or more. They are issued in coupon or discount form. Municipal 
securities are either general obligation or revenue securities. The interest income received by 
holders of municipal securities is generally exempt from federal income tax. Most large banks and 
securities firms act as dealers in the short-term municipal market.
.35 A related instrument, the anticipation note, is a short-term note issued as bridge financing for 
capital projects under construction. When the project is complete, and the final cost figured, the notes 
are redeemed by the final bond issue. These tax-free notes pay higher yields than other government 
instruments.
.36 Securities of Federally Sponsored Credit Agencies. Federally sponsored credit agencies 
issue about 20 percent of their debt with an original maturity of less than one year. Discount notes 
are the most popular short-term issue. The available maturities are scattered between overnight and 
360 days. Discount notes are offered by the sponsored agencies on a daily basis through a group of 
five or ten dealer firms. In general the interest rates are 10 to 30 basis points above similar Treasury 
bills. The market in sponsored agency debt is highly liquid, and the secondary market closely 
resembles the market for Treasury securities.
.37 Commercial Paper. Commercial paper is a short-term promissory note issued by a company 
to raise short-term cash, bypassing the intermediary services of banks. The minimum denomination 
can be as little as $25,000 but is generally $100,000, while the most common denomination is $1 
million. They are typically issued at a discount from face value. The investment grade commercial 
paper is rated by the largest rating agencies (for example, Standard & Poor’s Corporation). Rates on
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commercial paper are always higher than the rates on Treasury bills of the same maturity, because 
of default risk, and they are usually a fraction of a percent higher than the rates on CDs, because of 
inherent business risk and a less liquid secondary market.
.38 Bankers’ Acceptances. Bankers’ acceptances are loans made to a bank’s borrowers which it 
markets to investors. These are not insured but are guaranteed by the issuing bank; therefore, they 
are as risky as commercial paper.
.39 Corporate Savings Accounts. Corporate savings accounts are limited to $150,000 per cor­
porate customer per bank, and therefore they are less attractive than money market accounts. One 
could serve as a concentration account for a small company if the bank had a telephone transfer sys­
tem or the customer could issue transfer orders on-line through a computer connection. They are not 
available for corporations in all states.
9/150 BORROWING
.01 Very few businesses can expand operations directly from the cash flow generated from oper­
ations. Therefore, effective borrowing is a critical aspect of modem cash management and essential 
to the start-up and survival of most companies. Using financial leverage properly can also increase 
a company’s investment return. This section discusses ways to review a company’s debt structure 
and seek opportunities to enhance the use of funds. For further information, readers should also refer 
to the Small Business Consulting Practice Aid No. 1, Assisting Small Businesses in Obtaining 
Funds (New York: AICPA, 1982).
.02 The cash management consultant should examine four elements of the client’s financing:
a. Type o f borrowing agreement. The type of instrument dramatically affects cash management 
planning. Long-term borrowing offers lower interest costs and greater flexibility but often 
places restrictions on assets that could be used more productively in other business operations. 
Short-term borrowing frees up assets but at the cost of higher interest rates.
b. Interest cost. The interest rate charged is a cost of doing business. One goal of debt manage­
ment is to reduce interest costs by carefully selecting debt instruments and by reducing the 
amount of debt.
c. Service charges. Service charges include closing fees, transaction fees, legal, accounting, and 
reporting costs. Lenders increase their profits with these service fees, but careful management 
can control and sometimes reduce service charges.
d. Collateral and restrictive covenants. Collateral and restrictive covenants are features of debt 
instruments that restrict the company’s free use of its assets, either by earmarking them for the 
lender or by restricting the company’s financial actions.
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Sources of Borrowed Funds
.03 Traditionally, small business owners have borrowed money from commercial banks. They are 
still the first choice for many companies, because they are often the most convenient source. The full 
range of financing sources is broad, however, and most of these sources offer the same financing 
products. In addition to commercial banks, these sources include nonbank lenders, private funding, 
and government agencies. Although there are many other money sources for business expansion, 
such as insurance companies, these are more suitable for larger companies and not covered in this 
chapter.
.04 Commercial Banks. With its local presence and ability to provide excellent customer service, 
the commercial bank enjoys a market advantage in lending to small businesses. The logical first 
choice is the company’s main disbursement bank, because most commercial banks look more favor­
ably on their existing customers when making loan decisions. For that reason, it is often a good idea 
to recommend that a company maintain a relationship with more than one bank. The best way to do 
this is to have an account in a second bank; this backup bank could come to the rescue if the pri­
mary bank cannot or will not make adequate loan commitments.
.05 One disadvantage of the commercial bank is that, as a regulated company, it has to have con­
siderably more procedural steps in its approval process than do other financing sources. This means 
companies must do considerable advance planning if they are to rely on bank financing.
.06 Nonbank Lenders. As capital markets have grown, the number of nontraditional lending 
sources has also grown. This group of lenders is diverse, flexible, competitive, and often costly.
.07 Nontraditional sources have faster decision-making processes, use simpler documentation, and 
do not require compensating balances. Like banks, they seek solid collateral, personal guarantees, 
and restrictions on company actions during the duration of their loans. They can be comparable to 
commercial banks in cost, and often lower in cost, provided the borrower is strong. Weaker bor­
rowers can expect to pay higher prices:
• Interest rates will be at the top end of the interest rate spectrum.
• Closing costs will be expensive and will be to the lender’s advantage.
.08 The business-to-business yellow pages are the best way to find these loan sources; they adver­
tise under finance companies or loans, maintain loan production offices in most major cities, and 
have toll-free telephone lines from smaller cities.
.09 One group of nontraditional lending sources is venture capital firms. These lending sources 
make loans and take equity positions, sometimes simultaneously. When a venture capital firm takes 
both an equity and a debt position, the consultant making the referral must be sure to investigate the 
arrangement thoroughly. Sometimes a loan can develop into an arrangement not originally antici­
pated. For example, “equity-debt” financing usually begins as a straight loan but if certain conditions 
such as nonpayment occur, the deal can turn from straight debt into an equity buy-in.
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.10 A second category of nonbank lender includes commercial finance companies. These sources 
are plentiful in the United States and the loans they make are similar to those found in commercial 
banks. The biggest sources are the finance company arms of the major automobile manufacturers 
and other diversified manufacturers. These companies were once considered a source only for 
major equipment financing, but have expanded their offerings to include revolving credit lines, term 
loans, and most other loans offered by commercial banks.
.11 A third group is factors. These specialized lenders finance inventory investments generally by 
lending money for specific inventory purchases and taking payment when the inventory is sold. The 
cost for this financing is among the highest of all sources, mainly because the lender has more admin­
istrative costs and takes considerable risk.
.12 Private Funding. Just about any individual or organization may be a potential lender. Some 
of the common private sources are relatives, friends, employees, stockholders, suppliers, and cus­
tomers. These private sources generally base their willingness to lend on trust or a desire to maintain 
a business or personal relationship.
.13 Private sources may produce needed funds in circumstances in which other lenders would not. 
However, personal considerations associated with relationships with private lenders often create 
problems not usually found in borrowing relationships. The personal relationships involved in 
securing loans from private sources may be one reason a small business should not overlook this 
source, but they may also be a reason for turning to such sources only as necessary.
.14 The major advantage of private funding is lower cost. Private lenders normally don’t require 
closing fees or many fees required by other lenders. Moreover, their motive usually is to preserve a 
relationship rather than make a profit.
.15 Government Agencies. In an effort to compete with other states or municipalities, many gov­
ernment agencies have developed financing incentives for companies of all sizes that can create or 
retain jobs. These agencies offer long-term secured financing for fixed assets, but occasionally offer 
short-term loans secured by receivables or inventories. Frequently, these financing packages include 
grants or tax rebates.
.16 Government financing has two characteristics:
• Slow turnaround. Unless there is an urgent need to save a high-profile employer, most gov­
ernment financing takes a long time because of many approval levels and thorough 
documentation.
• Low cost. Apart from the high cost of providing documentation and waiting out the approval 
process, the cost of government financing is low. This is because most loans are made out of 
the proceeds from the sale of tax-free notes. The agency sells the notes at low rates, adds a 
small markup, and lends the money to business borrowers.
.17 Internal Sources. Sometimes the solution to a company’s financing needs is to reduce the need 
for assets to finance and expenses to pay. This can be accomplished by:
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• Improving collections of accounts receivable.
• Reducing inventory levels.
• Maximizing available vendor credit.
• Controlling operating expenses.
Collateral and Security Requirements
.18 To protect their loans, careful lenders seek to secure them with assets they can seize and sell 
if the borrower defaults on the loan. Forced sales produce less than full value, therefore, the collat­
eral has to be worth much more than the face value of the loan. The consultant should review 
collateral requirements because the lender that ties up too much of the company’s assets can restrict 
its operating flexibility. There is no objective measure for the right amount of collateral, but lenders 
often try to obtain collateral values at 200 percent or as much as 300 percent of their loans. Collat­
eral requirements depend on the lender, type of loan, value and liquidity of the security, and the 
borrower’s credit record and payment history. Slow payers have to post the greatest amount of and 
most secure collateral.
.19 The measure of collateral is the loan-to-value ratio, the amount of loan a lender is willing to 
make on an amount of assets. For business assets like inventories, receivables and fixed assets, typ­
ical loan-to-value ratios are from 20 percent to 60 percent, depending on lender policy, asset quality, 
and the borrower’s creditworthiness. Thus, if the lender agrees to lend $500,000 on an asset worth 
$1 million, the loan-to-value ratio on the asset is 50 percent. A loan-to-value ratio means the lender 
has obtained collateral valued at 20 percent of the loan.
.20 Collateral value is based on four factors:
• Speed with which collateral can be sold
• Likelihood collateral will decline in value
• Cost of selling collateral
• Ease of determining value
.21 Cash equivalents get first preference. Secured cash presents no storage or valuation risk. 
Moreover, there is little side effect of making a forced sale. The customer does not lose a unique asset 
and probably will not have to recognize a large capital gain on the sale. In general, lenders assign 
the highest loan-to-value ratios to the following assets, which are listed in order of value:
• Cash
• Financial assets that are easily liquidated, such as stocks and bonds
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• Accounts receivable
• General purpose manufacturing and construction equipment
• Long-term fixed assets, such as land and buildings
• Inventory
.22 In addition to business assets, lenders can be expected to seek other assets as collateral from 
closely held companies, such as the personal guarantees of owner-managers, and the personal assets 
of owners. These two forms of security should be considered negotiable, because it can be argued 
that an adequately secured loan doesn’t need additional security. Still, some lenders seek to tie up 
every asset they can.
Operating Restrictions
.23 To prevent the company’s credit standing from worsening after a loan is made, most lenders 
set conditions, called restrictive covenants, which have to be met during the life of the loan. If the 
company doesn’t meet these restrictions, the loan is in default and can be called. The restrictions 
include requirements to:
• Refrain from taking other loans
• Maintain minimum net worth or working capital
• Restrict dividends
• Limit executive salaries and bonuses
• Maintain profit level
Ty pes of Debt Instruments
.24 The main sources of business financing are:
• Revolving credit lines
• Short-term bank notes
• Long-term bank notes
• Other forms of loans, sometimes referred to as asset-based borrowing
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Revolving Credit Lines
.25 Revolving credit lines are the most common type of short-term business financing. Credit lines 
are granted based on the borrower’s credit record, cash flow, and the value of the security, if any, for 
the credit line. When a bank extends a line of credit, it commits to lend a specified amount of money 
as long as the borrower honors the terms of the credit line. The bank may cancel, or refuse to renew 
the line of credit, but rarely does so without cause. The borrower may draw funds as needed, 
and must pay interest on the outstanding balance. Occasionally the borrower is required to pay a 
commitment fee on the entire line of credit to ensure that the bank will make the loan when 
requested. A line of credit, as opposed to other types of financing, offers the following advantages 
and disadvantages:
.26 Advantages
• The borrower has rapid access to the money without further bank approval.
• The paperwork necessary for the loan is done only once.
• Many of the fees to create the line are charged only once.
• The borrower draws and pays interest on only the amount of money needed.
• There is no penalty for paying off the loan.
.27 Disadvantages
• The interest cost is often higher because of service fees and interest rates used.
• The company is normally not allowed to have a perpetual outstanding balance on a credit line, 
but must pay the entire loan off at least once annually.
• Some lines of credit require the borrower to pay a transaction charge each time money is 
requisitioned.
.28 Types of Credit Line. A line of credit is a flexible form of financing that can be tailored, if the 
lender is willing, to meet the borrower’s needs. The variations in a credit agreement include:
• Security. A  credit line can be secured or unsecured. A borrower with a strong credit record, 
excellent payment history, high net worth, strong cash flow, and a longstanding relationship 
with the lender can normally obtain an unsecured credit line. Others may be required to offer 
some security. The amount of security strongly influences the lender’s decision on the inter­
est rate, so strong companies often agree to provide security just to get lower rates. 
• Revolving. A revolving credit line is one in which payments by the borrower are added back 
to the amount of available loan. If a credit line does not revolve, the borrower’s available loan 
becomes depleted with each draw it takes on the line.
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• Rate. The interest rate for most credit lines is pegged to benchmark rates such as the prime rate. 
Variations include the choice of rate, the amount above or below the benchmark rate, and the 
timing of rate changes. Interest rates are discussed further in the section entitled “Interest 
Charges.”
.29 When to Use a Credit Line. Because a credit line must normally be paid back promptly, it is 
a poor choice to finance long-term transactions such as acquisitions, or the purchase of fixed assets. 
When borrowers draw from a line of credit to finance fixed asset purchases, they take a risk that the 
lender might reduce, or not renew, the line and that the company may not find funds to take the line’s 
place. However, a line of credit is a good tool for short-term transactions to meet such needs as:
• Seasonal cash needs.
• Inventory purchases.
• Bridge financing, the immediate cash needed to finance a transaction that will later be financed 
by long-term debt.
• Export/import transactions.
.30 How to Establish a Credit Line. Planning when to establish a credit line is important in 
obtaining the most favorable terms, because the best time to apply for any type of financing is when 
the company’s financial picture looks the strongest. Most businesses, however, apply for credit lines 
at the wrong time, because they do so when things are not going well and they need money badly. 
For that reason, consultants should consider recommending that their strong clients set up credit 
lines, even if they don’t need them right away.
.31 Small Business Consulting Practice Aid No. 1, Assisting Small Businesses in Obtaining Funds 
provides information on the format and content of financing requests for lenders.
.32 How a Credit Line Is Priced. Credit line fees have four components:
a. Origination fees. Like all other types of loans, several fees are necessary to originate a credit 
line. The advantage of credit lines over other short-term instruments is that the origination fees 
are paid only once; with other short-term financing, they are paid every time the loan is 
renewed.
b. Maintenance fees. Some lenders in some markets charge a maintenance fee for credit lines. 
This fee can be based on the total size of the credit line, the amount currently outstanding, or 
the amount available. The lender can also charge for supervision of collateral; for example, an 
audit fee for confirming or collecting accounts receivable balances.
c. Interest charges. Because of the short-term nature of credit lines, the interest rate is always a 
variable rate linked to a standard such as the prime rate. The rate is normally several percent­
age points above or below the prime rate. The prime rate used can be one of four rates:
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• The prime rate published daily in The Wall Street Journal.
• The prime rate charged by a particular financial institution with which the lender has a rela­
tionship.
• An internal prime rate, which roughly corresponds with the daily Wall Street Journal 
prime rate.
• An internal benchmark rate, often called the base rate, which is usually higher than the 
prime rate and assures the lender a higher profit margin. This practice is most often 
encountered in regional and local commercial banks.
d. Transaction charges. Because there are more withdrawals and payments on a credit line than 
on other loans, lenders have to provide more day-to-day administration. They sometimes 
charge for that administration with transaction charges. For example, they may charge for every 
check or draft charged against the loan account.
.33 Measuring Interest Cost. The effectiveness of a credit line is measured by the total cost of 
borrowing. This can be calculated with the following formula:
Σ [  (15 ,0 0 0 +  2,000) ] + [ (15,000 + 2,000) ] 12
  (1,000,000) (1,000,000) Σ (3 + 3)
(34,000) 12 = ( .0 3 4 ) x (2) = 6 .8 %
( 1,000,000) 6
Fixed Short-Term Notes
.34 Fixed short-term notes are designed to provide financing for specific purposes. These notes are 
low-cost loans that are made more often by commercial finance companies and leasing companies 
than by banks.
.35 Types of Short-Term Notes. Short-term notes, like credit lines, are as flexible as the lender 
wants them to be. Most have level payment streams that include both an interest and a debt reduc­
tion component. Short-term note terms range in duration from 36 to 120 months. The main variations 
include these:
• Installment note, which is used to finance the purchase of equipment or to structure the pay-
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_______ Year______
Σ Time Period Held
= Annual Effective Interest Rate
For example, a company borrows $1,000,000 at 6 percent for three months twice during a year and 
pays $2,000 in transaction fees each time. The effective interest rate for the loan is:
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off of credit line loans. When a credit line cannot be paid in full when required, it is common 
for lenders to term out or convert the credit line into a secured term loan.
• Single maturity, interest-only note, which is used to finance transactions when the revenue will 
be received at once at a predictable time in the future. An example is the financing of a sea­
sonal inventory build-up.
• Discount note, which is similar to the single maturity, interest-only note, but interest is deducted 
at the beginning of the note’s term. The effect is to soften the borrower’s cash flow and to 
improve the lender’s return.
.36 Closing Costs and Interest Rates. In contrast to the credit line, the short-term note has only 
two cost components:
a. Origination fees, which are always charged, but are not significant unless the transaction 
requires special handling. If the company is financing several related transactions, it might be 
better to create a long-term loan to cover the transactions than to incur origination and clos­
ing costs for every transaction.
b. Interest rates. The interest rates for a short-term loan are often set at the time of closing; for 
other loans, the rates normally fluctuate with the interest-rate market.
.37 Measuring Interest Rate. One measure of effectiveness is the total interest rate discussed in 
the section on credit lines. Another is to determine if there are alternatives: Could the financing have 
been provided in a longer term format? If the financing is for the purchase of equipment, could it 
have been provided by the seller?
Long-Term Borrowing
.38 Long-term borrowing represents a mixed blessing for a lender. On one hand, the lender has 
greater exposure to risk when it makes a long-term loan; the likelihood the borrower will get into 
financial difficulty increases with the length of the loan. On the other hand, a long-term loan is poten­
tially more profitable. Once made, the loan requires little service; the necessary monitoring of the 
borrower’s financial condition can be delegated to junior staff members. This makes this type of 
lending popular with government organizations and other lenders that want to keep overhead low.
.39 Types of Long-Term Loans. Almost all long-term loans are structured as mortgages. This is 
a practical structure because the lender estimates the asset’s value and creates a loan that is paid off 
before the asset becomes fully depreciated. If the asset is one that appreciates, the loan is even eas­
ier to make. These characteristics make the loan a lower risk, but not a risk-free transaction. Some 
of the features of long-term loans include: •
• Escalators. In addition to a fixed interest rate, the lender charges a premium if a benchmark 
interest rate, such as the prime rate, rises appreciably above the level at the time the financing 
was written.
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• Draw-downs. The lender may require the borrower to maintain certain asset values and will 
require a greater portion of the loan to be paid if the underlying asset declines in value. For 
example, the value of a shopping center originally appraised at $1,200,000, may decline to 
$1,000,000. The lender may then require either a large principal payment or more collateral 
for the loan.
.40 When to Use Long-Term Loans. A long-term loan is often preferable to a short-term loan 
because it requires less administration and provides greater peace of mind for the borrower. Long­
term loans are more predictable, so companies can plan their cash flows more easily. The main 
problem involves control of the collateral; during the life of the loan, the borrower can’t sell it or 
use it as collateral for another loan without offering the lender an acceptable substitute.
.41 Costs: Closing Costs and Interest Rates. The costs for long-term financing are similar to 
those for short-term notes: origination fees and interest. Over its life, the long-term loan is likely to 
be cheaper than other financing. However, it isn’t always cheaper. Large, well capitalized compa­
nies often find that interest rates favor high-volume short-term borrowing, and they make extensive 
use of short-term borrowing. For them, the effect of short-term loans on the current liabilities sec­
tion of the balance sheet is unimportant.
.42 Sources of Long-Term Loans. Besides the usual sources of long-term loans, several others 
include:
• Life insurance companies.
• Utility companies, as part of their community development programs.
• Sellers of real property.
• State economic development authorities.
.43 Collateral Requirements. Long-term financing is almost never unsecured. Collateral require­
ments are quite rigid, and thorough, conservative appraisals are mandatory because of the level of 
exposure to risk.
.44 Measuring Effectiveness. The effectiveness of long-term financing can be measured with the 
same tools used for other forms of finance.
Other Forms of Loans
.45 The term asset-based lending is sometimes used to describe many borrowing facilities dis­
cussed in this section. This includes a broad, flexible range of loans secured by the borrower’s assets. 
However, because almost all business borrowing is asset-based and includes the requirement that the 
borrower put up collateral, the term asset-based is misleading. This “other” group includes several 
types of loans:
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• Equipment financing
• Leasing
• Factoring
• Accounts receivable financing
.46 These borrowing facilities are offered by a broad range of financing sources, including leas­
ing companies, manufacturers, factors, banks, commercial finance companies and specialized 
lenders. These sources can be found in the business-to-business yellow pages or in advertisements 
in the business section of major newspapers. Many of these lenders communicate with CPA firms 
and law firms, so the consultant’s colleagues are a source of information too.
.47 Cost Considerations. These borrowing facilities are more expensive than other loans. The 
consultant can help the client negotiate with the lender on the cost and necessity of some of the 
transaction fees:
• Interest rate. The interest rate is likely to be higher because of the greater amount of adminis­
tration required.
• Holding period fees. These lenders charge large late fees and financing fees when payments 
are not made on schedule.
• Transaction fees. There are several transaction fees ranging from appraisals to application fees.
.48 The financing provided is equally broad, and includes secured credit lines, straight leases, 
financing leases, and construction financing.
.49 Equipment Financing. Equipment financing is provided by nearly all finance sources, includ­
ing commercial banks and finance companies, and takes several forms. It can involve financing of 
the equipment a company currently owns, financing the purchase of new equipment, sale-leaseback 
financing, or lease financing. Each form of financing may be appropriate at different times and under 
different circumstances.
• Financing o f currently owned equipment. If a company has equipment that is fully paid for and 
in good condition, it can often obtain funds by pledging the equipment as collateral for a loan. 
This is usually accomplished under article 9 of the Uniform Commercial Code through the use 
of a written security agreement on the equipment. •
• Financing o f the purchase o f new equipment. Manufacturers of new equipment recognize that 
it is frequently necessary to provide financing arrangements as part of a sales package. Some 
manufacturers minimize the financial impact by discounting the purchasers’ notes at their 
banks. Other manufacturers act as agents for lending institutions offering installment plans 
as part of the terms of sale. Under installment financing from manufacturers, title is some­
times retained by the manufacturer until all payments are made. If the purchaser arranges direct
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installment financing with a financing institution, the institution usually takes a lien on 
equipment.
.50 Leasing. Almost any business equipment can be leased. The lease is usually written for the total 
selling price including transportation charges and taxes. The total amount to be paid is computed 
by adding finance charges to the total customer selling price. There are three main variations of 
leasing:
• Sale-leaseback. The sale-leaseback is a popular financing technique whereby the borrower 
simultaneously sells its property to a lender and leases it for its remaining life. The borrower 
still controls the asset and has most of the other benefits and risks of ownership. The long dura­
tion of the lease assures the borrower of continued use or occupancy. The lessee receives 
needed working capital, and the lessor obtains a lease commitment that assures recovery of the 
purchase price plus costs, interest, and profit. One major source of this financing is insurance 
companies.
• Straight-lease financing. The leasing of equipment has become an increasingly important 
method of financing. Without making a substantial cash payment or incurring a large obliga­
tion, a company can acquire the use of equipment by merely committing itself to make a 
specified number of payments. As a result, the number of leasing companies has grown rapidly 
in recent years, and banks and insurance companies have entered this field.
• Financing lease. Well known to CPAs, the financing lease is a form of installment purchase in 
which the buyer becomes the owner of the asset at the end of the lease for a nominal payment.
.51 Factoring. Factoring is a form of financing under which the borrower sells its accounts receiv­
ables at a discount to a specialized finance company, known as the factor. The factor facilitates the 
borrower’s sales by investigating customers’ credit standing, approving the extension of credit, 
assuming the risk for collection, and providing cash to complete the sale. Depending on the arrange­
ment, the factor either advances funds against receivables or purchases them outright.
.52 The borrower is paid upon shipment, so its collections improve by thirty to ninety days 
depending on the customers’ payment practices. A major user of factoring is the apparel industry, 
which uses factoring to finance fabric sales to clothing manufacturers. Factoring allows the cloth­
ing manufacturers to purchase goods that would normally have to be paid for on delivery and to 
finance the production cycle. Some of these customers might stretch their payables, and this stretch­
ing can increase the seller’s costs: many factoring contracts include a grace period; any excess time 
is billed back to the seller.
.53 Factoring reduces credit risk and provides cash. However, there are several disadvantages to 
factoring: •
• The factor has the right to stop a shipment to a customer it believes is not creditworthy. In that 
case, the manufacturer must decide whether to ship at its own risk or lose the sale.
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• Normally, a manufacturer only receives part of the value of an invoice. The remainder is held 
in reserve until the invoice is paid to the factor.
• Besides charging interest, factors generally charge for processing invoices and for handling 
collections.
• The bookkeeping required in factoring arrangements adds to the borrower’s administrative 
costs.
.54 Accounts Receivable Financing. Commercial finance companies have staked out a market for 
accounts receivable financing, but they are not alone in this market, because commercial banks also 
provide much of the accounts receivable financing for smaller companies. One form of lending is 
factoring, discussed above. Another is the secured credit line. This facility has many of the charac­
teristics of a line of credit, also discussed above, but the mechanics have been modified to provide 
the lender with extra security. Once the facility is in place, borrowing against it is a four-step 
process:
a. The borrower reports its accounts receivable to the lender. Normally, the report is an aged list­
ing of receivables.
b. The lender advances 70 percent to 90 percent of the eligible accounts receivable. Eligibility is 
based on aging and type of account; accounts that are over 90 days past due are normally 
excluded as are high-risk account categories.
c. The loan agreement determines whether the borrower’s customers are notified of the arrange­
ment. Most borrowers prefer not to have them notified, because it suggests the company is in 
financial trouble.
d. Collections are typically directed to a lockbox that is monitored or controlled by the lender, 
depending on the arrangement. Normally, the lockbox receipts are retained by the lender and 
credited to the loan balance. The borrower can draw against the loan as needed, up to the eli­
gible balance. The lockbox receipts can also be transferred to the borrower. If so, the borrower 
draws against the loan only when the eligible balance changes.
9/155 CONCLUSION
.01 Effective cash management can greatly help clients improve their use and control of one of 
their most important assets, their money. It involves planning, invoicing, receiving, controlling, mon­
itoring, transferring, negotiating, disbursing, borrowing, and investing funds.
.02 Consulting services associated with cash management can range from evaluating a single 
aspect of a company’s cash management procedures to evaluating or assisting in the development 
of the entire system. It offers an excellent opportunity for consulting practice growth because 
virtually all businesses involve cash and can benefit from improved management.
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APPENDIX 9 
CASE STUDY
John Smith is the owner of Smith’s Sporting Goods (SSG), which has recently acquired three retail stores 
to add to a small chain of three existing sporting goods and apparel stores. Smith’s CPA firm is Rogers, Wash­
ington and Alvarez, LLC, CPAs (RW&A), which assisted with the acquisition. Fred Byron is the RW&A 
consulting partner who performed much of the acquisition study and helped arrange financing for the acqui­
sition.
While analyzing the cash section of the balance sheet, Byron noticed a significant number of transac­
tions in small bank accounts held at local banks. Byron also studied the income statement of the combined 
companies and noticed an unusually high foreign currency loss. In analyzing the daily operations of the com­
bined companies, Byron noted several problems in the handling, recording, and processing of the daily cash 
transactions. Many of the problems he saw in the daily cash management operations were similar to ones 
he had encountered in other companies in their primary growth stages. Byron recognized that SSG was mak­
ing a transition from being a single unit under the direct control of ownership to a multi-level, multi-site 
operation in which management did not have direct control over the cash and its use.
Byron discussed his findings with Smith and suggested that SSG should have a cash management study 
as part of the merging of the new stores. Byron explained that the larger company, with higher cash flow and 
higher interest costs, needed to make more efficient use of cash. Byron also showed that a small increase in 
cash flow could dramatically increase SSG’s profitability. Finally, Byron observed that operating problems 
of the separate companies that seem minor now could grow as the companies became fully combined.
Byron’s points struck home with Smith, who recognized that his interest payments would increase con­
siderably; he wanted to achieve economies of scale and to see his technology investments pay off.
As a result of the discussion, Smith and Byron met to discuss the specifics of a cash management study 
of SSG. Byron listed a few more of the opportunities that he noticed while doing his due diligence review, 
and recommended a detailed cash management review involving personnel from SSG and RW&A. The 
review would focus on collections, borrowing, and disbursements.
After a brief discussion of each of the areas, they agreed that Byron would use a six-step approach to a 
cash management engagement:
1. RW&A would conduct an extensive survey of current cash management practices, using surveys and 
interviews with SSG personnel.
2. RW&A would present its findings and identify areas for which greater research was needed.
3. With Smith’s approval, the consulting team would do a follow-up study in the areas thought to contain 
the greatest opportunity.
4. RW&A would present a draft report for discussion with the top management team, which would pro­
vide an operational perspective. The company’s lead bank would be invited to comment on 
recommendations, as needed. The outcome would be a final report of recommendations.
5. RW&A and SSG personnel would jointly develop an action plan to be carried out by SSG.
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6. RW&A would assist in implementation of the action plan.
Smith approved of the program and signed a copy of the engagement letter (see exhibit 9-1 for the text 
of the engagement letter).
Under Byron’s direction, RW&A’s MCS staff used a general checklist (see exhibit 9-3) and modified it 
where necessary to exclude unnecessary factors and add factors that applied to SSG and the retail business 
environment.
As a result of the initial conversation, RW&A separated the cash management engagement into sepa­
rate engagements, corresponding to the engagement’s target areas. This would allow management to 
understand each operational area better and would allow management to implement changes which could 
produce verifiable results. The engagements were separated into the following phases:
• Phase 1 — Cash and credit card collections
• Phase 2 — Borrowing
• Phase 3 — Disbursement and payroll 
Format of the Study
The conduct of the study and findings are discussed in the following sections. The bulleted items are the con­
sultant’s observations, extracted from the RW&A report. The bulleted italicized items are the RW&A 
recommendations. (For the sake of brevity, the text omits the detailed explanations, supporting tables, and 
graphs that would usually be included in a consultant’s report.)
Cash and Credit Card Collections
The cash and credit card collections analysis consisted of three steps:
1. Observation of daily cash operations including cashiers as they work on sales, cashiers as they closed 
their drawers, and administrative processing of daily receipts.
2. Charting daily cash receipts and local store disbursements.
3. Interviewing store managers and store accounting clerks using the cash management questionnaire. 
This analysis brought out these facts:
• More than 50 percent of the sales of the chain are paid for by credit cards.
• More than 60 percent of the sales are made on Thursday night, Friday, Saturday, and Sunday.
• Deposits are made to separate bank accounts by the store managers.
• The net funds (deposits less store expenses) are swept to a corporate master cash account weekly at the 
beginning of the week for the previous week. The sweep amount balances are reported by fax to head­
quarters by the store’s accounting clerk.
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• The merchant processor, the company which receives credit card transaction documents and transmis­
sions, provides three business day clearance for all credit card transactions and charges an average of 
2.5 percent of gross sales for that service. The merchant processor also offers one business day clear­
ance for 5 percent.
A staff member of RW&A reviewed the daily operations of the register area. As a result, the consultant 
observed that many of the sales clerks at the stores emphasize using credit cards rather than using cash. The 
clerks prefer the cards because they involve less personal risk than cash, for which they must make up short­
ages from their own pockets. Moreover, double counting change is more time-consuming than taking credit 
cards. After reviewing the observation, the following note was made to management as part of the prelimi­
nary report:
• Currently, credit card sales account fo r  60 percent o f the estimated $10,000,000 o f retail business. That 
means that on the $6,000,000, more than $150,000 is paid in credit card charges. Reducing that num­
ber through cash transactions, even if  additional staff is required during peak sales time, is warranted.
A discussion with the store managers and the cash receipts bookkeeper in each store resulted in the obser­
vation that each night funds are deposited by managers into a local bank account. Each store then pays for 
its weekly expenses and payroll from that account. Once a week, the head bookkeeper checks the balances 
in the accounts and transfers them into a master account. A comment was made about the handling of indi­
vidual store accounts in the preliminary report. After discussion, the following recommendations were 
made in the final report:
• Receipts should be transferred to a master account daily.
• To conserve cash, control the timing o f payments, prevent duplicate purchases, and provide better con­
trol, all expenses should be paid from a central disbursement location.
RW&A consultants also reviewed the daily deposit tickets, cross referenced them against the bank 
statement and the company’s daily cash ledger and found: •
• During our study, we found four occasions when bank records indicated that deposits were made the next 
day rather than in the night drop. While this is not a significant percentage of the company’s deposits 
and the amount of money was insignificant, we noted that headquarters had no way to know about the 
deposit lag.
The following comments were included in the final report:
• All receipts should be deposited at night for posting the next day.
• Deposits should be monitored by the main office to insure that they are timely.
The consultants reviewed a sample of the credit card sales documentation that SSG is required to main­
tain under its agreement with the merchant processor. The paper documents are needed to verify the sale if 
the customer disputes a charge. Most of the documents were in order, but some did not have clear imprints 
or signatures. Although the magnetic scan procedure is an offsetting control, the lack of clear hard copy 
undermines SSG’s ability to collect disputed charges. Moreover, it was not possible to reconcile the total of 
the documents with the merchant processor’s transmittal. Finally, credits were missing in many cases, and 
did not receive the same handling as charges. The consultants found:
9/100-76
• A 1.5 percent error rate in the legibility of imprints and signatures.
• Credits received for credit card sales were not reconciled with the underlying documentation.
• Credits for returned merchandise were not present, legible, or approved by a manager as required. Store 
managers should be aware that improperly prepared credit documents lead to bad cash management as 
well as inventory shortages and poor customer relations.
The RW&A report recommended that managers be given the following instructions:
• Credit card sales and documents should be reconciled daily.
• Bookkeepers should ensure that a department manager or customer service representative approves 
every credit issued.
In a discussion with the marketing Vice President, Byron learned that SSG had been approached by a 
private label credit card company, which offered to issue and process an SSG credit card. Private label credit 
cards reduce the cost of credit processing (although only slightly) and can be used as an effective market­
ing tool to track customers, their needs, and their spending patterns. Income from card service fees would 
also improve SSG income. The report recommended:
• SSG should consider establishing a private credit card to reduce processing costs, improve income and 
support marketing and promotion programs.
Borrowing Practices
As part of his support services for the recent acquisition, Byron was instrumental in obtaining financing 
for SSG. During his assignment, he learned that the company currently maintains three financing 
arrangements:
1. $750,000 revolving credit line, which is used for short-term working capital needs. This is secured by 
a UCC-1 filing on all assets of the corporation. The interest rate is 1 point over the average prime rate 
published in The Wall Street Journal.
2. $4,500,000 loan, which is collateralized by inventory and fixed assets and used for the purchase of the 
three new stores. The interest rate is 3 points over the average prime rate published in The Wall Street 
Journal.
3. $500,000 revolving letter of credit, which was arranged with a bank that specialized in foreign transac­
tions. The letter of credit (LOC) fee varies for each transaction, based on the bank’s prime interest rate 
and service fee schedule. Last year, the company lost more than $50,000 on foreign currency exchange.
One meeting between Byron, Smith and SSG’s Controller Susan Miles covered financing strategies. It 
was clear that SSG’s borrowing was based on immediate needs and that there was no overall strategy. As a 
small company, SSG had been fortunate to find financing sources for all its expansion plans, because most 
loans could be approved by local bank loan committees. As the company and its loans grow, the loans must 
be approved at higher levels, which means longer lead times and closer scrutiny. SSG and RW&A agreed 
that an immediate goal should be to develop both short- and long-term financing strategies. This was 
included in the report:
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• SSG top management should develop both short- and long-term financing plans, including amounts, 
sources, and plans for repayment. These plans should be coordinated with the company’s strategic plan.
Reviewing bank statements, RW&A consultants noticed high bank fees, especially for letters of credit, 
and concluded:
• Because the number of letter of credit transactions were few (twelve per year for a total of $4,000,000) 
and the fees and interest costs appear excessive, the company should look to eliminate the fees and loss 
of interest caused by using letter of credit transactions.
To deal with this finding, the RW&A report recommended the following:
• The company should replace letter of credit (LOC) transactions with a cheaper means, such as:
— Negotiating payment terms that don’t require LOC backing.
— International electronic funds transfer (EFT). Though this form of EFT is more expensive than other 
EFT transactions, it costs considerably less than an international LOC, which is normally structured 
as a loan. The company can negotiate a partial payment, reducing the amount of money advanced. 
Moreover, even a full payment is likely to be a less costly use of funds than some LOC transac­
tions.
— Using a bank that has the appropriate foreign offices. This may make the foreign vendor more com­
fortable, particularly considering past working relationships, about doing business without costly 
letters of credit.
Another obvious cost was the loss on foreign exchange transactions. The RW&A report made this 
recommendation: 
• The company incurs an unusually high foreign exchange (FX) loss. When purchasing foreign goods, SSG 
should revise purchasing procedures to reduce FX risks, including:
— Purchasing in United States Dollars.
— Locking in the FX rate on purchases by purchasing the necessary foreign funds and keeping them 
on deposit (in an interest-bearing account) or investing in a foreign cash-equivalent investment. 
These measures would permit the company to earn interest on the funds and still cover the expected 
cost of the purchase.
— Purchasing a hedge contract to insure the foreign currency exchange rate.
Later, Byron met with Smith and Miles to discuss long-term debt. Byron was concerned that as the com­
pany grew, management was looking at their operations and the effect on cash management as separate 
processes. The purpose of the meeting was to seek ways to combine the operations into a single coherent 
plan.
Byron made the following assessment in his report on the company’s loan structure:
• The interest rate on the $4,500,000 loan is too high, considering the company’s profit record and excel­
lent credit record and that the loan is secured by considerable business property. The collateral for this
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loan is a lien the lender has on all of the company’s assets, which prevents the company from getting 
any additional loans.
Byron presented several recommendations for discussion with Smith and Miles. After weighing the alter­
natives, they agreed the best was this:
• The $4,500,000 loan should be divided into two separate loans:
— One loan would be secured by the “hard” assets, including the company’s distribution ware­
house, other real property, and fixed assets. The bank should be able to justify a lower interest rate 
on this instrument because o f its superior collateral.
— The second loan would be secured by inventory and accounts receivable. The bank may be unwill­
ing to secure long-term debt with these assets, so this component o f the debt should probably be 
replaced by an increase in the revolving credit line.
Noting that SSG had provided its banks with a plan to liquidate its debts, but had yet to translate that plan 
into a definite action, Byron suggested a more formal procedure:
• SSG should develop a cash forecasting model to be used to develop a plan to meet its committed reduc­
tion o f bank debt.
Disbursement Management
At the time RW&A made this part of the review, the acquired company was still handling its own disburse­
ments. These disbursements were funded by transfers from SSG headquarters, which had assumed 
responsibility for deposits almost immediately after the merger. There were many similarities between the 
two companies’ purchasing and payment procedures, so one goal of the review was to investigate ways to 
combine these operations. A second goal was to review overall company operating policies.
The focus of the review was the two SSG accounts payable supervisors — one at headquarters and the 
other in the acquired company — and the store-level accounts payable clerks. These were the findings:
• All disbursements are paid by check on the first and fifteenth of the month. Letters of credit are used to 
pay for large foreign purchases as needed.
• Inventory purchases are paid by the controller’s department, and all other expenses are paid by store- 
level accounts payable clerks.
• One consequence of multiple accounts payable operations is that some payees received as many as three 
checks each month, one from each store. A positive aspect of this is that store managers felt more in con­
trol of their operations.
• Payroll is also processed at the store level by the store’s accounts payable clerks using old PC software. 
This practice was an old one; Miles’ predecessor reasoned that adding payroll to the job description of 
the local accounts payable clerks would increase their productivity and broaden their jobs. •
• Our study shows that 75 percent of all dollars and 60 percent of all checks were being paid to the same 
100 vendors.
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The RW&A report recommended a major overhaul of this system:
• Transfer payroll processing to a payroll service bureau, with on-line data entry, either from store man­
agement or the controller’s department. The small start-up cost o f this service will be offset by a 
reduction in internal payroll preparation costs; the payback is expected to be less than 12 months.
• Encourage existing employees and require new employees to receive their payroll payments by direct 
deposit to their bank accounts. Expected savings include reduction o f lost time for employee check cash­
ing and reduced bank fees fo r checks cashed.
• Accounts payable operations should be transferred to the corporate controller’s office. Expected bene­
fits include improved control, reduced staff requirements, lower bank charges, and lower required 
balances in disbursement accounts. To provide for local payments that must be made immediately, 
there are two alternatives:
— Petty cash bank account for store use
— Petty cash currency fund for cash payments
• The present procedure o f making accounts payable payments twice monthly on the first and fifteenth 
should be discontinued. Under this procedure, invoices are paid well in advance o f their due dates, often 
as much as 2½ weeks early. This should be replaced by a procedure o f paying invoices weekly, immedi­
ately before their due dates. We note that the accounts payable system has a built-in payment scheduling 
procedure that allows the system to produce checks based on due dates as needed. •
• SSG should negotiate with the largest vendors to pay them by electronic funds transfer (EFT), in order 
to save check processing costs. Many o f these vendors can be expected to give more favorable terms for  
EFT payment.
Conclusion
SSG is entering a new phase of its growth. At this stage, the company must take control of its cash man­
agement operating costs and make the best use of its available balances and debt capacity. The suggestion 
in this report is to start moving SSG into a new form of cash management, one marked by centralization, 
automation, simplicity, and control. We appreciate the opportunity to make a contribution to SSG and would 
be pleased to assist in any way we can to implement the recommendations in this report.
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Sample Engagement Letter
Rogers, Washington and Alvarez, LLC 
Certified Public Accountants 
20 Center Street 
Springfield, Connecticut 06999 
203-555-1234
Mr. John P. Smith, President 
Smith’s Sporting Goods, Inc.
1245 West Main Street 
Springfield, CT 06999
Dear Mr. Smith:
This letter outlines our understanding of the arrangement we made yesterday about our review of the cash 
management practices of Smith’s Sporting Goods, Inc.
Scope of work and objectives and benefits
We will review your cash management policies, including banking practices, billing and collection policies 
and procedures, cash disbursements policies and procedures, and investing, borrowing, and other related 
procedures.
The objective of this engagement is to develop recommendations to (1) maximize cash inflow, (2) min­
imize cash outflow, and (3) maximize the yield on idle funds. The expected benefit of this engagement is to 
improve liquidity, reduce costs, and increase profits. However we cannot guarantee that this study will pro­
duce this outcome. Other benefits include a better understanding of company objectives by company 
personnel involved in the engagement.
Unless we have specifically agreed in writing, this engagement is not designed to evaluate internal con­
trols or fraud prevention. It is possible that we may make recommendations to improve controls, but that is 
not our objective.
Responsibilities
To provide an effective framework for this engagement, both parties must have a clear understanding of their 
respective roles. Our role encompasses the following:
• Review the history of the company.
• Analyze the financial statements and budgets of the company and prepare appropriate ratio analyses.
• Prepare flow charts of cash procedures.
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• Review an existing organization chart or develop a chart.
• Analyze customer and supplier lists.
• Meet with you to discuss our preliminary findings.
• Investigate problem areas identified during our review.
• Develop our recommendations.
• Report our recommendations to you.
The success of our project depends on the active cooperation of your employees. Their role encompasses 
the following:
• Provide financial records and other data that we may request.
• Make personnel available for interviews and conferences.
• Make timely decisions on various aspects of this engagement as it progresses.
• Assist our staff in developing the goals and objectives necessary to improve the management of cash.
Our role is essentially one of investigating, evaluating, and advising. Although we exert our best efforts, 
we can offer no assurance that the company’s cash position will dramatically improve. If, at any time, 
it becomes clear that continuing the engagement may not be cost-effective, we will discuss the situation 
with you.
Personnel
Rosanne James of our Management Consulting Services staff will direct our activities in this engagement. 
She’ll be assisted by Steve Washington of the MCS staff. We understand that your controller, Susan Miles, 
will serve as liaison with your company.
Schedule
We are beginning work on this engagement immediately and expect to complete it in approximately two 
weeks. This timetable assumes adequate cooperation by your employees and the ready availability of infor­
mation required to prepare various documents for the engagement.
Engagement completion
We will consider the engagement complete when we have presented and discussed our final report with you. 
If you wish assistance in implementing our recommendations, we would be pleased to work with you.
If, during the engagement, either of us becomes aware of facts or circumstances that would preclude a 
successful conclusion, either party may terminate the engagement by notifying the other party in writing.
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Fees and payments
We base our fees on time expended at our standard hourly rates. Any out-of-pocket expenses will be billed 
in addition to our fees. Normally we issue invoices weekly as fees and expenses are incurred. Our invoices 
are payable upon receipt. If an invoice is not paid within thirty days from presentation, we will charge a 1.5 
percent service charge. If our fees are not paid on a timely basis, we have the right to suspend this engage­
ment until our fees are paid up-to-date, or to terminate the engagement completely.
Conclusion
If this letter expresses your understanding of the services we will perform for Smith’s Sporting Goods, Inc., 
please sign it and return one copy to us. If any part of this letter differs from your understanding of this 
engagement, please notify us at once so that we can establish a proper mutual understanding. We appreci­
ate this opportunity to serve Smith’s Sporting Goods, Inc., and look forward to a mutually rewarding 
association.
Very truly yours, Accepted by,
Rogers, Washington and Alvarez Smith’s Sporting Goods, Inc.
Fred Byron, CPA John P. Smith, President
Sample Preliminary Review Checklist
General
1. Who has the overall responsibility for cash management?
2. Are any cash management functions delegated to divisions or subsidiaries?
3. Have there been frauds, cash shortages, emergency borrowings, or other unexpected cash manage­
ment events? Explain.
4. What is the company’s overall business direction: up, down, or level?
5. What is the company’s lead bank and how long has it been the lead bank? Is the relationship satisfac­
tory?
6. What is the accounting software used for general ledger, accounts receivable, payrolls, and accounts 
payable? Are these systems performing satisfactorily?
Bank Accounts
7. What is the structure of the company’s bank accounts? Use a flow chart to show all receipts, concen­
tration and disbursements accounts and how they fit together.
8. What cash management services are in use? How satisfied is management with the services’ perfor­
mance?
9. Does the company receive account analyses regularly?
10. How does the company pay for banking services: fees or compensating balances?
11. Are bank accounts reconciled promptly?
Receipts
12. What is the major source of collections?
13. Are any collections in currency?
14. Are any collections from foreign countries or in foreign currency?
15. Are any collections through debit or credit cards? Is the rate structure satisfactory?
16. Does the company issue its own charge card? Is the charge card cost-effective compared with the cost 
of accepting major credit cards?
17. Does the company use lockboxes?
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Accounts Receivable and Collections
18. Use a flow chart to show the billing cycle.
19. What are the company’s terms of sale?
20. Is there a written credit policy?
21. Does the company use electronic data interchange (EDI) for any part of the invoicing cycle?
22. Are automated clearinghouses (ACHs) used for collections? If so, which ones?
23. What is the aging of receivables?
24. Generally, what are the collection procedures for past due receivables?
Accounts Payable
25. What are the normal payment terms?
26. Does the company use EDI for any part of the payments cycle?
27. Are ACHs used for payments? If so, which ones?
28. What is the aging of payables?
29. What is the company’s reputation as a paying customer?
Disbursements
30. Use a flow chart to show the payment cycle.
31. What are the company’s payments terms?
32. What are the internal procedures for authorizing payments?
33. Does the company use controlled disbursements?
Borrowing and Capital Sources
34. Does the company have outside debt?
35. Do the company’s shares have a ready market?
36. Is there a line of credit?
37. Does the company have any difficulty raising capital for expansion or working capital needs?
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Investments
38. Does the company have a formal investment policy?
39. Is there a considerable investment portfolio or do investments consist of temporarily excess cash?
40. How are excess funds invested?
41. How are permanent funds invested?
Cash Management Planning
42. Does the company have a business plan that covers cash, liquidity, investments, debt and equity 
capital?
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Detailed Review Checklist
Administration
1. Who is responsible for overall administration of cash management?
2. Who is responsible for day-to-day operations?
3. How often does management review cash management policies and procedures?
4. Is cash management part of the annual audit by the outside auditors?
5. Have there been cash management recommendations in the auditor’s management letter?
a. Are those recommendations still valid?
b. Were they implemented?
c. Who was responsible for implementing the auditor’s recommendations?
6. Are people who have cash management responsibilities properly insured and bonded?
7. Is the company insured for fraud in the handling of cash transactions?
Cash accounts — bank, brokerage, and finance accounts
1. Account records
a. Is there a central record of all cash and finance accounts?
b. Is the record up to date?
1) Contain the correct signatures?
2) Contain the correct signing limits?
c. Are the agreements regarding the accounts accessible to top management?
d. Are the agreements reviewed regularly for changes in practices and conditions?
e. Who is responsible for sweep and other cash management accounts?
f. How are cash collection accounts used?
2. Account processing
a. Are bank-finance statements received monthly?
b. Are the statements reconciled monthly?
c. Does the statement contain —
1) Daily cash balance
2) Daily cash float information
i. Inflows
ii. Reserved funds
iii. Outflows
3) Detailed listing of bank charges
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i. Fees that are charged directly
ii. Fees that are offset against compensating balances
3. Does the company use a bank or finance company’s cash management services?
a. How is the service accessed?
1) Telephone
2) PC terminal
3) Other terminal
b. How often is the cash management service used?
c. Who uses the cash management service?
d. Who has access to the cash management service?
e. Who is the staff back-up in case the regular person is absent?
f. Are transactions with service also received off-line?
g. Who receives the independent verification of cash management transactions?
h. Are the rates for the services properly disclosed?
i. Have the rates ever been internally audited for compliance?
Currency and check receipts
1. How are currency and checks recorded in the books?
2. When are they deposited in the account?
3. Is a record made of the daily cash receipts?
4. When is the record of cash receipts forwarded to management?
5. Does management independently review the deposits?
6. If a lockbox system is used:
a. Who is responsible for its operations?
b. How are the lockbox transactions recorded?
c. Are the lockbox receipts reconciled?
d. How recently has the system been reviewed?
Credit and debit card receipts
1. For each card provider
a. Is a copy of the credit card receipt contract available?
b. Have the terms of the contract been reviewed recently?
c. What is the fee arrangement?
d. Is the fee arrangement the best considering the way the company’s business operates?
2. Receipt processing
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a. Are card receipts audited as part of the annual audit?
b. Are card receipts deposited into a separate bank account?
c. Are card receipts reconciled between the point of sale and the depository?
d. Does the company receive prompt credit for receipts?
e. How are card adjustments and charge-backs handled?
f. How are bad debts handled and who pays for them?
1) Company risk
2) Card company’s risk
3) Split risk
3. Receipt reporting
a. Is a monthly receipt report furnished by the card provider?
b. Is the monthly report reconciled?
c. How are discrepancies handled?
Electronic fund transfer receipts
(Applies to accounts that send and receive ACH transactions)
1. Who has access to the electronic funds account?
2. Is the deposit from the electronic funds automatic?
3. How are they recorded in the books?
4. When are they deposited in the account?
5. Is a record made of the daily receipts?
6. How are shortages in transfers handled?
7. How are partial payments handled?
8. How are credits-discounts that are taken via electronic funds handled?
Invoicing, accounts receivable, and collections
1. How are invoices prepared?
2. How often are invoices generated?
3. Is a discount given for early payment?
a. How is the discount calculated and why?
b. Is that discount checked and monitored?
4. Are invoices sent via EDI?
a. Are customers aware of EDI?
b. Is there an advantage to the customer of using EDI?
c. How often are EDI invoices sent?
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d. Who is responsible for posting them?
e. What has been the response to EDI invoicing?
5. Who is responsible for collections?
6. Is there a collection policy?
7. When was the last time the collection policy was reviewed?
8. How often is an accounts receivable aging prepared?
9. Who reviews the aging?
10. What is a collector’s responsibility with regard to collections?
a. When does a collector receive a past-due invoice?
b. Is the collector compensated for collections?
c. Is a collector permitted to change terms or extend credits?
d. Are collector’s changes authorized by a noncollector?
11. Are overdue accounts forwarded to an outside collection agency?
a. Is there a company policy regarding the outside collection agency?
b. Who is responsible for assignment of accounts?
c. What record keeping is maintained on collection agency invoices?
d. What is the reimbursement arrangement with the collection agency?
e. Are the outside agencies monitored for compliance with their agreements?
Purchasing, accounts payable, and disbursements
Purchasing
1. Are discount terms arranged for purchases?
2. Who is responsible for arranging discount terms?
3. Are discount terms in accordance with the company’s cash management policies?
4. Are new purchasing agreements reviewed for discount terms?
5. If payment is made by electronic funds transfer (EFT), is a discount arranged for speedier payment? 
Accounts payable
6. Does the accounts payment system provide for an invoice date, due date, and discount date for every 
invoice?
7. Are the invoice date, due date, and discount date entered for every invoice?
8. Does the system produce a report by:
a. Invoice date
b. Due date
c. Discount date
9. Does the system produce a report by vendor by:
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a. Invoice date
b. Due date
c. Discount date 
Disbursements
10. How are invoices selected for payment?
11. Does the system automatically calculate discounts?
12. Who authorizes a disbursement run?
a. Are checks over a certain amount authorized by a different level of authority?
b. How are electronic funds transfers and wire drafts authorized?
13. Are vendors paid by
a. Check?
b. Electronic funds transfer?
c. Wire draft?
d. Cash?
14. Does the company use separate accounts for different classes of disbursement?
a. Payroll
b. Trade payables
c. Administrative payables
d. Remote location/satellite office payables
15. Are the disbursement accounts zero balance accounts?
a. When are they funded?
b. How are they funded?
c. Who authorizes funding?
d. Are the accounts reconciled?
16. What steps authorize the check to be produced?
a. Purchase order is matched with a receiving ticket and an invoice
b. Check request
c. Refund request
17. Who is responsible for the check being produced?
a. Check processing up to $_____can be processed using one system.
b. Checks processing over $____ must be processed using an additional system.
18. How will the check be produced?
a. Who is responsible for the physical control of the checks?
b. Are checks produced on a schedule (weekly, semimonthly)?
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c. How are checks for immediate disbursement handled?
19. What authorization is required to release the check?
a. Once a check is produced, is the check signed by an automatic signing machine?
b. Checks over a set dollar amount must be hand-signed or signed by two authorized signatories?
20. How are the checks reconciled?
a. Who is responsible for generating the outstanding check list?
b. Who performs the bank reconciliation?
c. Who reviews the bank reconciliation?
Investing
1. Does the company have an investing policy?
2. Who is responsible for investments?
a. Internally?
b. Is an outside advisor used?
1) Is the contract of the outside advisor available?
2) Is the contract for the outside advisor reviewed?
3) Who is the liaison between the outside advisor and the company?
4) Are the financial statements of the advisor reviewed on a regular basis and by whom?
3. Who is responsible for implementing investment policy?
4. Who is responsible for day-to-day investments?
Short-term investing
1. Does the company have a written statement for short-term investments?
2. Who is responsible for implementing short-term investments?
3. Who handles the day-to-day processing of short-term investments?
4. What type of staff back-up is available for the processing of short-term investments?
5. Are daily idle funds invested in short-term instruments?
a. Who monitors the investments?
b. How are the records kept?
c. Are the records reconciled?
d. Is the rate of return on daily investments in excess of the processing cost (internally and externally)?
6. Do any of the current banking-finance relationships offer an advantage to investing short-term funds with 
them?
7. Are short-term funds used to offset outstanding credit line debt?
8. Are short-term funds used to satisfy financing or regulatory requirements?
a. Who reviews compliance?
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b. How often is compliance reviewed?
c. What happens when compliance is not met?
Long-term investing
1. Does the company have a written statement for long-term investments?
2. Who is responsible for implementing long-term investments?
3. When are funds transferred from short-term to long-term investments?
4. Are long-term funds segregated?
5. Who is responsible for overseeing the record keeping on long-term investments?
a. Who monitors the investments?
b. How are the records kept?
c. Are the records reconciled?
d. Is the rate of return computed?
e. Is the rate of return evaluated against other investments?
6. Are long-term investments used as collateral for financing or other regulatory requirements?
Financing, factoring, letters of credit
1. Does the company use financing, factoring, or letter of credit arrangements with either a bank or finance 
company?
2. For each of the bank or finance companies:
a. How is the credit extended?
b. How is cash collected?
c. When is cash remitted to the company?
d. Who is responsible for bad debts?
e. How do bad debts affect the cash flow?
f. What type of reporting is available for:
1) Credit extended?
2) Cash remitted?
3) Credits?
g. Are the reports reconciled to the existing company reports?
h. How are discrepancies handled?
i. Are the rates for the services properly disclosed?
j. Have the rates ever been internally audited for compliance?
Borrowing
1. Does the company have a borrowing policy?
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2. Who is responsible for borrowing decisions?
3. Who is responsible for implementing borrowing policy?
4. Who is responsible for day-to-day borrowing activities?
Short-term loans
1. Does the company have a written policy for short-term borrowing?
2. Who is responsible for implementing short-term borrowing?
3. Who handles the day-to-day processing of short-term loans?
4. What staff back-up is available for processing short-term loans?
5. Are daily idle funds used to reduce short-term loans?
a. Who monitors the loan balances?
b. How are the records kept?
c. Are the records reconciled?
d. Is the reduction of interest expense on daily repayments worth the expense of the processing cost 
(internally and externally)?
e. Where would funds go if they weren’t used to pay down debt?
6. Are the existing short-term debt instruments linked to any asset accounts?
a. Is there a compliance problem?
b. Who monitors the collateral balances?
c. How often is compliance reviewed?
d. What happens when compliance is not met?
Long-term loans
1. Does the company have a written policy for long-term borrowing?
2. Who is responsible for implementing long-term borrowing?
3. When are funds used to reduce long-term loans?
a. Who monitors the loan balances?
b. How are the records kept?
c. Are the records reconciled?
d. Where would funds go if they weren’t used to pay debt?
4. Are the long-term debt instruments linked to any asset accounts?
a. Is there a compliance problem?
b. Who monitors the collateral balances?
9/100-94
c. How often is compliance reviewed?
d. What happens when compliance is not met?
Strategic cash management planning
1. Does the company plan cash flows?
a. Short term
b. Long term
c. Special projects
d. Investments
e. Borrowing
2. Who is responsible for forecasting cash?
a. Short term
b. Long term
c. Special projects
d. Investments
e. Borrowing
3. Does the company do cash forecasting based on:
a. Historical cash trends?
b. Expected cash trends?
c. Industry projections?
d. General economic data?
4. Does the company evaluate past forecasting methods?
5. How often are the following changes made?
a. Changes in data
b. Changes in assumption
c. Changes in forecasting technique
6. Is the forecasting a product of the accounting system?
a. Has the forecasting technique been reviewed?
b. Are all the elements of the accounting system included in the forecasting (credits, returns, cash from 
nonoperating sources)?
7. Are the forecasts reviewed against —
a. Industry standards?
b. Similar companies?
c. An ideal standard?
Sample Document List
1. Monthly bank statements for all operating accounts for the past year
2. Standard terms of sale:
a. Company standard terms and exceptions allowed, if any
b. Industry standard terms
3. Credit policy, if any
4. Payment policy, if any
5. List of customers making up top 60-80 percent of annual sales and their sales amounts
6. Standard terms of purchase:
a. Company standard terms and exceptions allowed, if any
b. Industry standard terms
7. List of suppliers making up top 70 percent of purchases and annual purchase volume
8. Summary printout of the following general ledger accounts for past year:
a. Cash
b. Investments
c. Accounts receivable
d. Fixed assets
e. Accounts payable
f. Debt, including capitalized leases
g. Loans to and from shareholders
h. Common stock
9. Strategic plan, if any
10. Short-term operating plan, if any
11. Capital investment plan, if any
12. Annual budget
13. Auditors’ management letter, if it includes cash management issues
14. Position descriptions of people with treasury positions
15. Recent cash flow forecast
16. Recent internal management reports
17. Copies of major debt instruments or list of debt and important terms
18. Organization chart
19. Monthly financial statements for past twelve months
Exhibit 9-4
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20. Annual report to shareholders, if any, for last three years
21. Income tax returns for last three years
22. Reports to banks, finance companies and other credit grantors
23. Analysis of investment portfolio
24. Investment policy, if any
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READER'S RESPONSES TO PROVIDING CASH MANAGEMENT CONSULTING SERVICES
Your assessment of this practice aid will help to ensure that future publications of the Management Consulting 
Services Division will be valuable to practitioners. Please photocopy this questionnaire and complete and mail 
or fax it to MCS Division Coordinator, 1211 Avenue of the Americas, New York, NY 10036-8775, facsimile 
number (212) 596-6025.
Thank you for your assistance.
1. How familiar were you with this subject before you read this practice aid?
0 1 2 3 4 5
Unfamiliar Somewhat familiar My area of expertise
2. How useful is the practice aid to your practice?
0 1 2 3 4 5
Not useful at all Extremely useful
3. Is there additional information that you think should have been included or information that should be
modified in this practice aid? Y es____ No ____
If yes, please explain ______________________________________________________________________
4. Do you think that an advanced level practice aid on this subject should be available? 
Y es____ No ____
5. What other subjects would you like to see covered in Consulting Services Practice Aids?
6. How did you learn about the availability of this practice aid?
Received it as a member benefit ____
Other (please explain) ________________________________
Additional comments and suggestions
Name and address (optional)
CONSULTING SERVICES PUBLICATIONS
Title Series Number Product Number
Small Business Consulting Practice Aids Series
Assisting Small Business Clients in Obtaining Funds N o. 1 055018
Assisting Clients in Maximizing Profits: A Diagnostic Approach N o. 3 055268
Effective Inventory Management fo r Small Manufacturing Clients N o. 4 055272
Developing a Budget N o. 10 055338
Evaluating and Starting a New Business N o. 12 055357
Assessing Franchise Opportunities N o. 13 055361
Assisting Professional Clients in Pricing Services Using Budgeting N o. 14 055376
Techniques
Developing Management Incentive Programs N o. 15 055377
Improving Organizational Structure N o. 16 055378
Developing and Improving Clients' Recruitment, Selection, N o. 92-2 055133
and Orientation Programs
Assisting Closely Held Businesses to Plan fo r Succession N o. 92-3 055134
Assisting a Financially Troubled Business N o. 92-8 055140
Assisting Clients to Establish an Outside Advisory Board N o. 93-2 055141
Conducting a Valuation o f a Closely Held Business N o. 93-3 055148
Assisting Clients in Controlling Costs and Expenses N o. 93-7 055149
Assisting Clients in Developing Credit and Collections Policies N o. 94-3 055154
Developing Business Plans N o. 96-1 055292
Providing Cash Management Consulting Services N o. 97-1 055002
Practice Administration Aids Series
Starting and Developing an MAS Practice N o. 4 055925
Communicating With Clients About MAS Engagement Understandings N o. 5 055930
Managing Consulting Services: A Focus on Profitability N o. 93-1 055144
Developing a Consulting Services Control and Management Program N o. 93-5 055143
Communicating the Results o f Consulting Services Engagements N o. 96-2 055911
Industry Consulting Practice Aids Series
Restaurants and Food-Service Establishments N o. 92-1 055132
Law Firms N o. 92-4 055135
Voluntary Health and Welfare Organizations N o. 92-9 055142
Dental Practices N o. 94-1 055150
Nursing Homes N o. 94-2 055153
General Construction Contractors N o. 95-1 055157
(continued)
Title Series Number Product Number
Technical Consulting Practice Aids Series
Mergers, Acquisitions, and Sales N o. 8 055094
Conversion to a Microcomputer-Based Accounting System N o. 11 055126
Assisting Clients in Developing an Employee Handbook N o. 12 055127
Disaster Recovery Planning N o. 15 055130
Automating Small and Medium-Sized Businesses in Selected N o. 92-5 055136
Industries
Preparing Financial Models N o. 92-6 055137
Providing Litigation Services N o. 93-4 055145
Assisting Clients in Developing Policies and Procedures for  N o. 93-6 055156
Electronic Spreadsheet Applications
Analyzing Financial Ratios N o. 94-4 055155
Communicating Understandings in Litigation Services: Engagement Letters N o. 95-2 055163
Communicating in Litigation Services: Reports, A Nonauthoritative Guide N o. 96-3 055000
Fraud Investigations in Litigation and Dispute Resolution Services N o. 96-4 055001
Special Reports
Using Graphics to Enhance MAS Presentations 048561
Application o f AICPA Professional Standards in the Performance o f N o. 93-1 048562
Litigation Services
Conflicts o f Interest in Litigation Services Engagements N o. 93-2 048563
Comparing Attest and Consulting Services: A Guide fo r  N o. 93-3 048564
the Practitioner
Microcomputer Communications N o. 93-4 048566
Software (running on WordPerfect 5.1)
Small Business Consulting Tool: Diagnostic Review Checklist fo r Maximizing Profits 055012
Consulting Engagement Letters and Checklists 055011
To obtain any o f these publications, call the AICPA O lder Department at 800-862-4272, or order via fax 
at 800-362-5066.
MANAGEMENT CONSULTING SERVICES MEMBERSHIP SECTION
The Management Consulting Services (MCS) Section serves members who provide business counseling and other 
management consulting services to for-profit, not-for-profit, and government organizations. Whether you're a relative 
newcomer or have long-time experience, membership in  the MCS Section can benefit you.
UNIQUE M CS SECTION BENEFITS:
Publications
*  A copy o f each new Statement on Standards for Consulting Services when it is issued.
*  To support its members, the MCS Section offers an extensive list o f technical, small business, and industry 
consulting practice aids; practice administration aids; special reports; and other publications. Members 
automatically receive each new practice aid and special report.
* Timely alerts o f vital information on issues impacting your practice, such as pending legislation.
Section Newsletters—Every quarter, MCS Section members receive CPA Management Consultant, a newsletter written 
by consultants for consultants. Every issue explores emerging issues and services to help CPAs recognize opportunities 
for consulting services engagements. Membership also gives you an opportunity to share ideas with other CPA 
consultants, by contributing articles to the newsletter or becoming involved in the developement o f MCS practice aids 
or other publications. Members also receive a 50% discount on CPA Expert, a newsletter for providers o f business 
valuation and litigation services.
Peer Network—You can particpate in the Section's Database Referral System, putting you in contact with other Section 
members who have expertise in various technical areas and industries.
V endor D iscounts — Section members are eligible for vendor discounts on hardware, software, and numerous other 
products designed to make consulting work easier.
Special Projects and A ctivities—The section is involved in ongoing projects designed to help MCS practitioners keep 
up with current trends and developments in the field. It also monitors proposed legislation that might impact practitioners 
and the services they provide.
Please enroll me as a member o f the AICPA Management Consulting Services Section through July 31. I am returning 
this form along with my check for $100 payable to AICPA. I understand that the $100 annual fee is prorated through 
July 31, and that it covers all membership benefits. (Membership dues cannot be prorated for less than $50, half the 
regular annual dues amount.)
Member Name AICPA MEMBER NUMBER
Firm
Address
City State Zip
Telephone Fax Number
Signature
* Prorated dues 8/1-10/31 $100, 11/1-1/31 $75, 2/1-7/31 $50.
D on't m iss out on valuable M CS Section benefits! Send the com pleted application with your payment to:
AICPA—MCS Division Coordinator 
1211 Avenue o f the Americas 
New York, NY 10036-8775
0 5 5 0 0 2
